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THE MILL MUTUALS ARE GENERAL 


FIRE INSURANCE CARRIERS 
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As principles loom larger than personal- 


ities-the 180 year background of mutual 


fire insurance commends itself to careful 


and thoughtful property owners. 














Western Millers Mutual Fire Insurance Co... . Kansas City, Mo. 


Ohio Millers Mutual Insurance Co........... Van Wert, Ohio 
Michigan Millers Mutual Fire Insurance Co... . Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co... . . .Des Moines, Iowa 
Millers Mutual Fire Insurance Co............ Harrisburg, Pa. 
Millers Mutual Fire Insurance Co......... . Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co... . Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association. ....... . Alton, Ill. 


Grain Dealers National Mutual Fire Ins. Co. . . Indianapolis, Ind. 
Millers National Insurance Co................. Chicago, Ill. 


MUTUAL FIRE PREVENTION BUREAU 
230 East Ohio St. 2-3 Chicago, Ill. 


A service organization maintained by the 
Mill Mutuals. 
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CHARTERED 1842 


ATLANTIC MUTUAL INSURANCE CO. 


HOME OFFICE: 


Atlantic Bldg., 49-51 Wall St., New York 
BOSTON, PHILADELPHIA, CLEVELAND, CHICAGO, BALTIMORE 


MARINE INSURANCE 


INLAND YACHT 


ee 7 





TRAN SPORTA TION 


The largest Company in the United States writing exclusively Ocean 
Marine, Yacht, Inland Marine and Transportation insurance on a Mutual 
Cash participating plan. Profits are shared with the assured. Policies are 
non-assessable, no policyholder being liable to the Company except for the 
payment of premium. 


Latest Dividend 15% 
Property Insured to the Value of Over $42,000,000,000 
Dividends of Profits to Policyholders of Over $120,000,000 
Losses Paid Over $188,000,000 


A GOOD POLICY TO SELL 


Accepts business from brokers and pays commissions in the same manneras other companies. 
































CONFIDENCE 








NY successful institution is built on 
confidence or its twin brother, good- 
will. An insurance company sells protec- 
tion, an intangible element, yet must ask 
a yearly premium payment from its pol- 
Selthniilees Difficult indeed to find any 


business where confidence bulks so big. 

Confidence has a vital effect on every 
activity of any insurance company. Its 
most obvious manifestations probably are 
in increases in business and in the acquisi- 
tion of new policyholders. 


Confidence at Stevens Point 


1928 


1930 1932 


Ny Premiums $2,639,036.56 $4,037,351.97 $4,663,210.94. 
; Policyholders 47,113 72,504 78,678 
) 








HARDWARE MUTUAL CASUALTY COMPANY 


Home Office: Stevens Point, Wisconsin 
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We write all classes of Desirable Insurance 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 


OF INDIANAPOLIS 


‘ 


} 
| 
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LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


Offices From the Atlantic to the Pacific 


<a... aaa 


” Gale & Stone, Boston Justin Peters, Philadelphia “™ 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Mutuals Inc. 
James S. Kemper, Mgr. 
Chicago, Milwaukee, Minneapolis, Omaha. 
Lumber Mutual Agency, 
Indianapolis, Memphis, Dallas, Kansas City. 
The Martin General Agency, Seattle, Denver, San Francisco, 
Los Angeles, Vancouver, Portland, Spokane. 
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HON. ERNEST PALMER 


Superintendent of Insurance 
State of Illinois 


AN experienced insurance man with a record of notable achievement and a reputation for 
fairness, Mr. Palmer is expected to direct the insurance department of his state with ability. 
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About the Insurance World 


Brief Review of What Is In the Magazines and In the Mail 


Which Comes to 


O'Malley to be GOVERNOR Park 
Missouri Sup- of Missouri has an- 
erintendent nounced that Em- 

met) O’Malley of 
Kansas City will be named Superin- 
tendent of Insurance to succeed J. B. 
Thompson. Mr. Thompson’s term 
expires June 30th, but it is possible 
that he may make some other connec- 
tion prior to that time and resign, in 
which event Mr. O’Malley would be 
appointed immediately. Mr. O’Mal- 
ley is general agent of the Midland 
Life of Kansas City. 


Earthquake Loss IT IS estimated 
Heavy that the total loss 

which will be suf- 
fered by southern California as a re- 
sult of the earthquake on March 10th 
will be $35,000,000, with the greatest 
loss centering in the city of Long 
Beach, with a total as estimated at 
$25,000,000. The city of Compton is 
estimated to have sustained a loss of 
$2,000,000 and the remainder is scat- 
tered throughout Los Angeles and 
the adjoining towns. 


There is some difference in the 
estimate of the total fire damage sus- 
tained. Fire Chief Scott of Los An- 
geles believes that the fire loss in that 
city will not exceed $100,000, while 
insurance executives feel that it will 
be much lower. Fire losses in other 
cities are thought to be about $2,000,- 
000, and most of the loss was suf- 
fered on High School buildings in 


Long Beach and Huntington Park. 
A substantial 


amount of earth- 


quake insurance was in force in the 





the Editor’s Desk 


stricken area, but the volume of 
business was far below that of for- 
mer years, due to the fact that this 
coverage was dropped in an effort to 
curtail insurance costs. Insurance 
officials estimated that approximately 
50% of the damage done by the 
earthquake would be covered by in- 
surance. At the time of the Santa 
Barbara quake in 1925 earthquake in- 
surance was written very freely, but 
since that time there has been no sub- 
sequent earthquake and much of the 
coverage has been allowed to lapse. 


Elias Smith GOVERNOR Blood 
Utah Com- of Utah, has appoint- 
missioner ed Elias A. Smith, 


agency manager for 
the North American Accident in 
Utah, Idaho and Wyoming, as in- 
surance commissioner. He succeeds 
John G. McQuarrie, who has held the 
office for several years. The new 
commissioner was born in Salt Lake 
City and is 47 years of age. He is a 
son of Judge E. A. Smith, banker 
and director of the Utah Home Fire. 
Mr. Smith was trained as a civil 
engineer and followed that profession 
for six years. He later became in- 
terested in insurance and was with 
the Heber J. Grant & Co. agency in 
Salt Lake City, before taking charge 
of this territory for the North Ameri- 
can Accident in July, 1927. 


New York Rules Superintendent of 
on Rate Insurance George 
Variation S. Van Schaick of 


New York has 
ruled that companies which offer 
auto policies involving the use of 


tariff rates on New York coverage 
and less than tariff rates in unregu- 
lated states will be considered in vio- 
lation of the New York law. The 
ruling reads: 


“An investigation conducted by this de- 
partment discloses the fact that attempts 
are made to evade the operation of the 
rating sections of the New York Insurance 
Law where policies cover vehicles located 
in unregulated States as well as in this 
State. Certain policies were found to have 
been issued to individuals, through ‘their 
employers, wherein the premium charge 
to the employe was set forth in the policy 
at the proper manual rate, whereas the 
premium payable to the employer was col- 
lected at less than manual rates. The at- 
tempted explanation of this discrepancy 
was that the employer contributed to the 
cost of the insurance on his employes’ cars 
the difference between the two charges. 

“Upon investigation, however, it was 
found that other policies had been issued 
through the employer to other employes 
of the corporation located in States with- 
out rate regulation, at a nominal premium. 
The entire insurance transaction taken in 
the aggregate produces a discount from 
standard rates equivalent to that which has 
been made available to the New York em- 
ployes, through subterfuge. 

“It is therefore held that no policy or 
policies of automobile insurance shall be 
issued to cover cars of an assured or his 
employes or associates in the State of New 
York or elsewhere, except at the standard 
of rates filed by the insurer with this de- 
partment.” 


Urge Discontinu- THE Joint Legis- 
ance of Texas lative Committee 
Board on Organization 

and Economy has 
recommended to the Texas Legisla- 
ture that it abolish the State Board 
of Insurance Commissioners. confine 
its functions to a Commissioner of 
Insurance and revise the organization 
of the department along more logical 
lines by the elimination of the units 
based on classes of insurance. It 
would abolish all special funds and 
special accounts for the financing of 
the work of insurance supervision and 
require that all revenue be deposited 
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in the general revenue fund of the 
state, and the department be support- 
ed by legislative appropriations. 

The present Board of Insurance 
Commissioners was created in 1927 
and consists of a life commissioner, 
a fire commissioner, and a casualty 
commissioner. The life commission- 
er is chairman of the board. 


The work of arson investigations 
and fire prevention is of such a na- 
ture as to make it undesirable that 
it be continued as a function of the 
insurance department, the committee 
said: 

“It is in reality a police function and 
could better be provided for through the 
department of public safety,” which the 
committee recommends be created.” 


Appoint New ALFONSO Ag- 
Mexico Super- ilar has been ap- 
intendent pointed s up erin- 


tendent of Insur- 
ance in New Mexico to succeed Max 
l‘ernandez, who has held the post for 
two years. The change follows the 
retirement of Hugh Williams as 
chairman of the corporation commis- 
sion, which has control of the insur- 
ance Department. 
Cigarette Loss 


THE very heavy 
Statistics 


losses suffered by 
fire insurance com- 
panies on cigarette claims have led 
some companies to deny liability on 
such claims, and have led to all com- 
panies taking a great interest in this 
type of loss. The members of the 
Western Underwriters Association 
have compiled statistics covering their 
cigarette losses in their territory, ex- 
clusive of the Rocky Mountain states, 
for the last seven months of 1932. 
For the period June-December, in- 
clusive, there were 18,721 such losses, 
the total insurance involved being 
$111,756,012, the loss $437,707, per- 
centage of loss to total insurance 
39%, adjustment expense $52,586, 
and percentage of adjustment to loss 
12%. The average loss amounted to 
$23.39 and the average adjustment 
expense to $2.81. 

There were 16,000, or 85.4% of 
the losses, of less than $25. The total 
insurance involved in this set of losses 
was $91,875,097 ; loss $131,548; per- 
centage of loss to total insurance 
14%, adjustment expense $33,811; 
percentage of adjustment expense to 
loss 25.7%. 

There were 1,676, or 8.9% of the 
losses, between $25 and $50. ‘The 
total insurance involved was $10.- 
375,036; loss $54,820; percentage of 
loss to total insurance .52; adjust- 
ment expense $7,794; and percent- 
age of adjustment expense to loss 
14.2. 
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There were 539, or 2.9% of losses, 
between $50 and $100. The total in- 
surance involved was $4,992,837 ; loss 
$35,188; percentage of loss to total 
insurance .70% ; adjustment expense 
$3,596 ; and percentage of adjustment 
expense to loss 10.2%. 


There were 504, or 2.8% of the 
losses, for more than $100. The 
total insurance was $4,513,042; loss 
$216,252 ; percentage of loss to total 
insurance 4.79%; adjustment ex- 
pense $7,385; percentage of adjust- 
ment expense to loss 3.4%. 


A BILL has been 
introduced in the 
Ohio legislature to 
amend the anti- 
discrimination and rebate section of 
the Ohio insurance law to prohibit the 
writing of fictitious fleet automobile 
policies at lower rates. The new 
section of the act reads as follows: 


Ohio Legislates 
Against Ficti- 
tious Fleets 


“Such corporations, associations, or co- 
partnerships are expressly prohibited from 
grouping motor vehicles of diverse and 
uncommon ownership for the purpose of 
granting any favor, advantage, or rate in 
discrimination as against risks of essen- 
tially the same hazard, and upon complaint, 
hearing, and conviction of any violations 
hereof, the Superintendent of Insurance 
shall order the cancellation of insurance 
forthwith.” 

The fictitious fleet evil has been 
attacked by the insurance commis- 
sioners in a number of states as con- 
stituting discrimination against the 
ordinary policyholder. It has died 
down to some extent in recent years, 
but a large amount of business is still 
written on such a plan. The pro- 
posed law would effectively deal with 
the situation as far as Ohio is con- 
cerned. 


Mutual Fire 
Premiums 
Lower 


MUTUAL fire in- 
surance companies 
reporting to the 
New York Insur- 
ance Department wrote premiums of 
$63,462,666 in 1932, as compared 
with $72,015,612 in 1931, a reduction 
of $8,552,946, or 11.8%. The net 
fire premiums reported to New York 
by mutuals in previous years were as 
follows: In 1930, $77,849,704; in 
1929, $81,737,905 ; in 1928, $78,176,- 
562. 


Urge Arson AN effort to cut 
Clause in Fire down the cost of 
Policy arson. through 


making it impos- 
sible to collect insurance where a 
presumption of arson exists is made 
by a proposal now before the New 
York Legislature. The Dill under 
consideration would add the follow- 
ing clause to the Standard Fire Pol- 
icy: 


“The written opinion by two regu- 
lar members of a police or fire force, 
including volunteer fire fighting units, 
experienced in fire investigations, 
based on their personal observations 
at the scene of a fire, that it was of 
incendiary origin creates a presump- 
tion of arson and also a presumption 
of negligence in the care and protec- 
tion.of the property on the part of 
the insured persons or person that 
have or has charge of said property, 
thus voiding the insurance as to them 
or him unless the presumption of 
negligence is overcome as an issue of 
fact by a fair preponderance of evi- 
dence.” 


The plan had its origin in Buffalo 
and is attributed to Fire Commission- 
er Castimore of that city. Pointing 
out that most of the arson fires are 
deliberately planned to cash in on in- 
surance, Commissioner Castimore 
says that the cost of incendiary fires 
rests directly on the owner who fails 
to adopt measures of protection 
against the fire bug or indirectly on 
the public in the form of increased 
cost of fire insurance. 


“Convictions are hard to get in 
arson cases,” he said “because the 
very nature of the crime bespeaks its 
secrecy, developed within the privacy 
of one’s home or business place and 
with evidence usually destroyed in 
the blast or fire. 


“Even in plain cases of arson, 
where proof is lacking as to the actual 
criminal, some fire insurance com- 
panies just pay the loss and add it 
in the public’s premium rate.” 


Advise Loss THE National 
Payments in Board of Fire Un- 
Sixty Days derwriters has 
recommended that 
fire insurance companies take the full 
period permitted by their policies— 
60 days in most states—in which to 
pay losses. This recommendation 
was originally made as an emergency 
procedure when the banking crisis 
arose, but it is now felt that the prac- 
tice should be made permanent, ex- 
cept in the case of losses of $100 or 
less, and in the case of losses arising 
from the California earthquake of 
March 10th. The following resolu- 
tion was adopted at a special meet- 
ing of the Executive Committee of 
the National Board on March 15th: 
“Whereas, it has been demonstrated in 
this and previous periods of economic de- 


pression that an unusually large number of 
suspicious losses have occurred; and 


“Whereas, it is evident that the custom- 
ary immediate payment of losses in such 
circumstances tends to encourage arson. 
incendiarism and fraud and so is against 
the public interest; and 
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“Whereas, it is the public duty of in- 


“surance companies to discourage such 


criminal activities; and 

“Whereas, from time immemorial the 
necessity of a period for investigation of 
losses has been recognized in insurance 
contracts; now, therefore, be it 

“Resolved, that the National Board of 
Fire Underwriters deem it advisable that 
the payment of all losses on all classes of 
risks in excess of an aggregate loss to as- 
sured of $100 be withheld for the period 
of sixty days after proof of loss unless 
otherwise provided by the pendent condi- 
tions of the policy, or by statute. 

“It is not, however, deemed advisable 
that this practice apply to losses arising out 
of the catastrophe in Southern California 
on March 10, 1933.” 


1932 Fire FIRE Insurance 
Premiums 12% companies report- 
Lower ing to the New 


York insurance 
department wrote net fire premiums 
of $428,282,107 in 1932 as compared 
with $482,653,688 during 1931. This 
is a decrease in 1932 of a little over 
11%. 
Brooklyn 
Premiums Fall 


BROOKLYN fire 
insurance premi- 
ums for all classes 
of carriers for the last half of 1932 
totalled about $4,973,000 compared 
with $5,515,748 for the same six 
months of 1931. This represents a 
decline from last year of approxi- 
mately 10%. In the entire year 1932 
the Brooklyn premiums were $10,- 
221,000 as compared with $11,744,327 
in 1931. For 1930 the total was $12,- 
121,000 and in 1929 the premium vol- 
ume was as high as $13,661,978. 


California Fire CALIFORNIA 
Premiums Lower fire insurance pre- 
miums written in 
1932 by the 228 stock companies re- 
porting to the state insurance depart- 
ment totaled $29,493,179. Losses paid 
aggregate $13,109,166, a ratio of 
44.5%, and losses incurred aggre- 
gate $12,829,085, a ratio of 43.6%. 
The 1932 volume represents the de- 
cline of $4,773,880, or 13% from the 
1931 volume of $34,267,059; and a 
drop of 34% from the peak premi- 
um total of $46,415,456 reported in 
1929 


Survey of Vir- ‘A SURVEY of 
ginia School school fires during 
Fires the years 1931 and 

1932 has been 
completed by R. V. Long, State Di- 
rector of Public School Buildings in 
Virginia. He states that the survey 
shows that the school buildings in the 
state are either carrying insufficient 
fire insurance or else school buildings 
and equipment are not properly ap- 
praised and premiuris are being paid 
on values that are too high. Figures 
compiled by him show that the total 
amount of fire losses in public school 
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buildings throughout the state in 1931 
was $170,315, and in 1932 was $120,- 
463. Of this total loss of $290,779 
the insurance reimbursement was 


$210,832 or 72.8% of the total. 


There have been 48 public school 
building fires during the last two cal- 
endar years that amounted in each 
case to more than $25.00. The largest 
single loss in 1931 was $47,940, which 
occurred when the Salem Grammar 
School in Roanoke County was de- 
stroyed. The largest single loss in 
1932 was $35,000, and involved the 
burning of the Lee-Jackson School of 
Mathews County. By far the greater 
part of the losses in the two years 
occurred in the counties. 

“Appraisals of school buildings in in- 
surable values are in many cases set up by 
inexperienced people,” says Mr. Long. “My 
office has urged the making of accurate 
appraisals by competent appraisers, and 
we have also asked that the amount for 
which buildings are insured be modified 
from year to year to conform with changed 
building costs.” 

The figures reveal further that the 
total premiums paid to companies and 
building and equipment for 1931 was 
$184,010, and for 1932 was $191,765, 
or a total of $373,776. 


Ask Conservator SUPERINTEN - 
for Globe and DENT of Insur- 
Rutgers ance George S. 
Van Schaick of 
New York has filed a petition in the 
New York Supreme Court on March 
24th asking for an order directing 
him to take over the Globe & Rutgers 
Fire Insurance Company, the third 
largest stock fire insurance company 
incorporated in New York. 


If the court consents Superinten- 
dent Van Schaick will appoint a re- 
habilitator to conserve the assets of 
the company while steps are taken for 
its reorganization. The Globe and 
Rutgers’ report to the State at the end 
of 1932 showed assets of $71,900,000. 
This, however, was on Convention 
valuations and the actual value of the 
assets is undoubtedly much lower. 

Formal announcement of the State 
Insurance Department’s intention of 
taking over the company, with the 
consent of the Supreme Court, was 
made by Superintendent Van Schaick, 
as follows: 

“Superintendent of Insurance George S. 
Van Schaick late today signed a petition 
to the Supreme Court asking for an order 
directing him to take possession of the 
Globe and Rutgers Fire Insurance Com- 
pany for the purpose of rehabilitation. 

“Serious declines in the value of securi- 
ties held by this company, together with 
widespread rumors of financial difficulties, 
resulted in loss of confidence creating a 
hazardous situation for the public. 

“Pending efforts to effect a reorganiza- 
tion of the company the order for rehabil- 
itation is sought in order to conserve the 
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assets, protect the interests of policykold- 
ers and all others concerned.” 

Organized in 1899 as a result of 
the merger of the Globe Insurance 
Company and the Rutgers Fire In- 
surance Company, the company has 
been licensed to write policies cover- 
ing fire, ocean mamnine, motor ve- 
hicles, earthquake, inland marine and 
transportation, tornado, windstorm, 
cyclone, hail, sprinkler leakage and 
all other fire insurance lines. 


The company owns the majority of 
the capital stock of the Golden Hill 
Building Company which controls the 
Insurance Company of Philade!phia. 
The Hamilton Fire Insurance Com- 
pany and the National Fire and Ma- 
rine Insurance Company are also 
members of the Globe and Rutgers 
group. It has substantial stock in- 
terests in the American Home Fire 
Assurance Company and the Ameri- 
can Constitution Fire Insurance Com- 
pany. 

In recent years the company has 
written approximately 7 billion dol- 
lars of insurance annually. The an- 
nual statement at the end of 1932 
showed $3,078,000 in cash, compared 
with $2,834,000 at the end of 1931. 
Bonds and stocks were carried at a 
valuation as allowed by the insurance 
department and stood at $61,322,000, 
comparing with $75,809,000 on a 
similar basis at the end of 1931. Net 
surplus was $7,458,000, a sharp drop 
from the $14,732,000 a year before. 
The company had a surplus of $48,- 
000,000 in 1929 and reported assets 
of $105,000,000 in that year. Since 
then, however, it has been declining 
rapidly. 

Announce Cana- G. D. Finlayson, 
dian Results Dominion Super- 
fot 1932 intendent of In- 

surance has re- 
leased approximate figures showing 
the result of the operations of insur- 
ance companies in Canada, as com- 
piled from the annual statements sub- 
mitted by the companies, 

“Fire insurance premiums written in 
Canada during 1932 decreased by $3,868,- 
098, or 7.45 per cent below the amount 
written in 1931, the total for 1932 being, 
after deducting licensed reinsurance, $48,- 
060,874. Of this amount Canadian com- 
panies wrote $9,877,873, British companies 
$20,214,324 and foreign companies $17,- 
968,677, these amounts being less than 
the corresponding amounts for 1931 by 


4.79 per cent, 6.97 per cent and 9.37 per 
cent, respectively. 


“The losses incurred, less licensed re- 
insurance, decreased from $31,279,133 in 
1931 to $30,920,891 in 1932, the average 
ratio of losses to premiums written for 
1932 being 64.34 per cent as compared with 
60.23 per cent for 1931. The ratio for 
Canadian companies was 54.61 per cent, 
for British companies 61.82 per cent and 
for foreign companies 72.52 per cent. Ad- 
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justing the written premiums for the re- 
duction in unearned premiums reserve the 
ratio of losses incurred to premiums 
earned is 63.76 per cent, being for Canadian 
companies 64 per cent, for British com- 
panies 59.30 per cent and for foreign com- 
panies 68.14 per cent. 
Loss Ratio by Provinces 

“The loss ratio by provinces is shown 
below, the corresponding ratios for 1931 
being shown in parenthesis: Alberta, 56.52 
(60.17) ; British Columbia, 60.31 (62.44) ; 
Manitoba, 33.45 (56); New Brunswick, 
53.47 (84.49) : Nova Scotia, 64.21 (64.62) ; 
Ontario, 64.95 (56.29); Prince Edward 
Island, 136.67 (124.82); Quebec, 84.08 
(61.28); Saskatchewan, 41.42 (74.41); 
Yukon, 143.42 (.38). 

“Net premiums written for automobile 
insurance of all classes amounted in 1932 
to $14,464,120, a decrease under 1931 of 
$1,360,900, or 8.04 per cent. Losses incurred 
amounted to $7,291,757 or 50.41 per cent of 
the premiums written, as compared with 
58.16 per cent in 1931. The premiums 
earned during 1932 amount to $15,602,284, 
the loss ratio on this basis being 46.74 per 
cent, as against 56.33 per cent on the same 
basis in 1931. For the three year period, 
1930 to 1932, inclusive, the ratio of losses 
incurred to premiums earned is 53.68 per 
cent, as compared with 55.72 per cent for 
the period 1929 to 1931, inclusive. 

“The net amount of life insurance writ- 
ten and paid for in cash was $654,455,266, 
a decrease of 16.4 per cent from the cor- 
responding amount written in 1931. Or- 
dinary insurance amounted to $485,450.- 
261, industrial insurance to $152.414.746 
and group insurance to $16,590,259 in 1932. 
Total net business in force in Canada on 
December 31, 1932, was $6,471,688,455, a 
decrease of 2 per cent under the corres- 
ponding amount at the end of 1931. 

“Of the total amount in force $4,311,- 
847,690 was carried by Canadian companies 
and $2,159,840.765 by British and United 
States companies. The total net business in 
force in Canada of Canadian fraternal so- 
cieties was $122,608,742, and of foreien 
fraternal societies, $53,237,115. or a total 
for fraternal societies of $175,845,857.” 


Liquidate Public THE C 0m mis- 
Fire sioner of Banking 

and Insurance of 
New Jersey has taken possession of 
the Public Fire Insurance Company 
of Newark at the request of the Ex- 
ecutive Committee of the Board of 
Directors. He will proceed to liqui- 
date its affairs in accordance with 
the statute relating thereto. 

Effective as of August 1, 1932, all 
of the outstanding policies of the 
company, excepting automobile risks, 
were reinsured with the Globe & Re- 
public Insurance Company of Amer- 
ica, of which Corroon and Reynolds, 
Inc. are managers, and as of March 
10, 1933, the automobile risks still 
outstanding were also reinsured with 
the same company, so that at the 
time the New Jersey Department 
took possession all policies of insur- 
ance in force had been reinsured. 
ONE of the most 
extreme measures 
proposed in any 
legislature arose in Michigan where 


Legislator Errs 


in Rate Bill 
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a resolution was introduced calling 
upon Commissioner Charles E. Gauss 
of the insurance department to order 
a flat 10% reduction in fire and ma- 
rine rates. The measure, introduced 
by Senator S. W. Raymond of Adrian 
was assigned to the Rules and Reso- 
lutions Committee after an attempt 
to obtain immediate approval under 
suspension of the rules failed. 


The resolution cites the com- 
missioner’s report of 1931 busi- 
ness which shows the companies 
made a net profit of $11,239,898 on 
Michigan business for that year. The 
net profit is arrived at, however, by 
subtracting from net premiums of 
$26,855,218 the losses paid amount- 
ing to $15,615,320, the senator evi- 
dently assuming that net premiums 
meant gross premiums with agents’ 
commissions and costs deducted. In- 
surance men pointed out that the net 
premiums in the report mean only 
gross premiums with return premi- 
ums and reinsurance deducted. The 
actual profit was less than 2% for the 
year named, according to well in- 
formed Michigan executives. 


’ 


A resolution of- 
fered in the Texas 
House by Repre- 

; , sentative Frank 
Patterson of Fort Worth provides 
for an investigation of the internal 
affairs of Texas insurance compa- 
nies. Investigation would be made 
by a committee to be appointed by 
the Speaker of the House. The 
resolution was referred to the Insur- 
ance Committee. 


Propose Investi- 
gation of Texas 
Companies 


Automobile 
Premiums 
Drop 


AN article in the 
Eastern Under- 
writer of March 
17th states that 
fire, theft and collision premiums 
have declined about 30% from the 
totals for the first two months of 
1932, according to estimates made in 
automobile insurance circles. Last 
year’s total automobile income for 
fire companies is about 20% below 
that of the year previous, so that so 
far this year the premiums may be 
estimated at from 40% to 45% 
under the 1931 levels. Because of 
the severe drop in the production of 
new motor cars last year the ex- 
pectation was that the 1932 premium 
volume would be smaller than it 
actually turned out to be. 


This year the production and sale 
of new cars was at depression levels 
and the great majority of automobiles 
sold are in the lower priced brackets. 
An automobile insurance expert cal- 
culated that the insurable value of the 


average motor car in the eastern part 
of the country is today not much 
over $400 compared with around $900 
only a few years ago. In the west 
this average is closer to $300. In 
addition to the average low price of 
new cars millions of automobile 
owners are retaining possession of 
cars bought new two, three and four 
years ago so that the insurance com- 
panies could not obtain the former 
volume, even if every car on the road 
were insured for its present full 
worth. 


Liberty Mutual THE LIBERTY 
Elects New V. Ps. Mutual Insurance 

Company has an- 
nounced the election of Anthony F. 
Noll and John W. Phillips as vice 
presidents of the company. Both Mr. 
Noll and Mr. Phillips have been with 
the Liberty Mutual for more than 
15 years. 


THE first case un- 
der the racial dis- 
crimination law 
which was passed 
in Ontario last year is now pending 
in the Canadian courts. A Toronto 
broker swore out an information al- 
leging that the fire manager of the 
defendant company had told him that 
all fire policies held by Jews would be 
cancelled, except two or three. It 
was also alleged that some 147 poli- 
cies held by Jews were cancelled. 
Subsequently all policies held by the 
brokerage firm in question were with- 
drawn by the company, about 300 in 
all. 


The racial discrimination law was 
hotly disputed at the time that it 
was proposed. All Canadian insur- 
ance men are interested in the final 
outcome of the case. 


Test Canadian 
Anti-Discrimina- 
tion Law 


Return of Beer 
May Aid In- 


surance 


THE passage of 
the beer bill by 
Congress may re- 
sult in a material 
increase in the premiums of casualty 
and bonding companies. It is expect- 
ed that bonds will be required from 
wholesale and retail dealers who are 
licensed to conduct taverns for the 
dispensing of the beverage. The 
many trucks and automobiles which 
will be used for the transportation 
and delivery of beer, and for the 
salesmen of the breweries, will in- 
volve large compensation, liability and 
automobile premiums. Any increase 
in business in miscellaneous lines, 
such as barrel factories, bottle and 
glass works, equipment supply con- 
cerns, etc. which is reflected in in- 
creased activity should also have an 
affect on insurance premiums. 
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Part of the loot found by police at headquarters of burglar gang 
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Insurance Against Lawlessness 


The Burden of Criminal Loss as an Insurable Hazard Against Which 
Protection Can be Secured, and the Methods Used In Providing Insurance 


DEFINITE realization of the 
cost of crime can best be at- 


tained by direct and personal 
experience. Awake in the dark of 
your own room when the alert sub- 
conscious has caught the soft tread 
of an unfamiliar foot, and watch a 
shadow rummage through your 
clothes or disappear through the win- 
dow to the accompaniment of clink- 
ing silver. Have the passing stranger 
on a deserted street ram a gun into 
your ribs and from the corner of his 
mouth snarl “Your first move is your 
last, buddy! What’ve you got except 
a watch?” Look out from your win- 
dow to see your car spurting away 
from the curb with a hard-faced boy 
at the wheel and inspect the stripped 
chassis three or four days later. Any 
or all of these experiences are far 
superior to listening to police calls 
on the radio, lending a sympathetic 
ear to the stories of unfortunate 
friends, or reading the dry reports 
of investigating committees and 


By MARTIN CULLERTON 


This is the first of two articles on this subject. 
The second will be printed in our May issue. 


the statistics of insurance losses be- 
cause of crime. We all concede that 
the criminal as an abstraction is a 
menace to the community and the 
established social order but it is only 
when we look down the business end 
of a revolver held by a concrete and 
formidable manifestation of that ab- 
straction that we are stirred out of 
complacency, for the time at least. 

In this series of articles we are not 
concerned with the criminal as a so- 
cial problem or the possible implica- 
tions with reference to the break- 
down of traditional moral codes 
which may be drawn from the rising 
tide of lawlessness. We intend to re- 
gard the brethren who wish to live 
without working by acquiring the 
property of others in an illegitimate 
way as an insurable hazard. We will 
examine into the scope of their oper- 
ations and the possibility of loss 


which faces the average  indi- 
vidyal in both his private and busi- 
ness life. The many different con- 
tracts of indemnity against such in- 
voluntary contributions to the crimi- 
nal class will be studied from the 
standpoint of .both policyholder and 
company. To most of us crime is only 
important, from the economic stand- 
point and we are interested’ chiefly 
in avoiding loss, seeking for that pur- 
pose the help of insurance. 


Sy 


HE most complete study of the 

cost of crime in the United 
States was that prepared for the Na- 
tional Commission on Law Observ- 
ance and Enforcement, usually 
known as the Wickersham Commit- 
tee. In a summary of the direct eco- 
nomic loss of property due to law- 
lessness the report states that insured 
losses average about $47,000,000 
each year, and that forgery is re- 


sponsible for about $40,000,000 more. 
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In discussing the criminal loss the 
report reads: 

“The actual losses are undoubtedly 
much greater, since the $47,000,000 figure 
does not include (a) losses not covered by 
insurance at all, which are unquestionably 
numerous and substantial; (b) the excess 
loss in cases where the amount of insur- 
ance is less than the value of the property 
taken or destroyed; nor (c) losses covered 
by insurance where the loss is due to an 
undetected crime, as is undoubtedly often 
the situation in case of incendiary fires. 
There is no way of estimating total losses 
on the basis of insured losses; the most 
that can be said with regard to the ag- 
gregate total loss due to direct crimes 
against property is that this loss is in all 
probability very substantially greater than 
the insured loss.” 1 


mY < 


NE of the first essentials for an 
insurable hazard is that the 
amount of loss which may be suf- 
fered is larger than the insured could 
meet without grave consequences. If 
all criminal losses were confined to 
petty thievery there would be no need 
for insurance. The prospect of com- 
ing home to an apartment where ev- 
erything has been removed but the 
walls and the floors is the reason why 
people buy burglary insurance, and 
the possibility of a visit from safe 
blowers who find their way past locks 
and doors furnishes the incentive for 
safe burglary insurance. In each case 
National Commission on Law _ Observance 


and Enforcement. “Report on the Cost of 
Crime.” P. 398. 
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the possible loss is so heavy that the 
conservative man feels it advisable to 
pay a small premium to the insurance 
company rather than take a chance 
on a crippling loss. 


TAS 


OSSES due to crime fall under 
two general heads: those which 
affect an individual in his private ca- 
pacity and those which are a toll on 
business. To consider the simplest 
class first, let us analyze the various 
types of insurance coverage which 
are designed to protect the individual 
from private loss due to crime. 
Considering insurance against law- 
lessness many people fail to realize 
the broad scope of the protection 
provided by fire insurance companies. 
First and most obvious, of course, is 
the protection against loss due to ar- 
son which is given by the standard 
fire policy. Next in importance per- 
haps is riot and civil commotion in- 
surance, which will protect the indi- 
vidual against any damage to the 
insured property which is the result 
of an explosion, or due to unlawful 
assembly or action on the part of 
three or more persons (the number 
which it is usually held necessary to 
constitute a riot). Such protection is 
not deemed necessary by the ordinary 
home owner since riots are rare in 
residential districts, but it is often 
deemed essential by the business man 








Underwood & Underwood 


New York Police dispose of guns taken from criminals 


who feels that labor troubles or dis- 
turbances due to unemployment may 
culminate in an attack upon his fac- 
tory or his office. In an effort to 
make this protection more attractive 
to the private individual fire insur- 
ance companies have issued a supple- 
mental contract to be added to the 
standard policy, which gives protec- 
tion against loss or damage caused 
by aircraft, explosion, riot, hail, mo- 
tor vehicles and/or windstorm. The 
rates for such a supplemental con- 
tract are much lower than that 
charged for each one of the coverages 
individually. Such a contract will of 
course provide for any loss or dam- 
age due to riot or to an explosion of 
any kind, whether criminal in origin 
or not. With the increasing number 
of bombings in most of our large 
cities this type of insurance may as- 
sume a wider importance. 


SOLS 


HE fire insurance companies also 

assume the risk of automobile 
theft, which has been very much in 
the forefront of the news. This type 
of coverages has been discussed at 
length in various of the insurance 
periodicals and practically all car own- 
ers are familiar with it. The unusual 
conditions existing in some American 
cities have led to continual raises in 
rates which are bound to be reflected 
in a falling off in premium volume 
for this type of insurance protection. 
There seems to be a very close rela- 
tionship between the efficiency of 
policy protection, the stringency of 
the laws governing registration of 
motor vehicles and the frequency with 
which automobiles are stolen. A clas- 
sic example, of course, is the case of 
Milwaukee and Chicago, located only 
one hundred miles apart. There are 
more cars stolen on an average day 
in Chicago than are stolen in an en- 
tire year in Milwaukee. As a result, 
the rate for automobile theft insur- 
ance in Chicago is much higher than 
the rates in Milwaukee. 

Protection against losses due to 
crime is also given by the fire insur- 
ance companies through the various 
types of inland marine contracts. 
Most of such policies cover loss or 
damage from any cause with a few 
exceptions and there is no exception 
made for losses which are due to the 
operation of criminals. For some 
types of property, such as fur coats, 
jewelry, personal effects and silver- 
ware, the accepted method of pro- 
curing insurance is through an inland 
marine contract. It has a great advan- 
tage over the usual type of burglary 
insurance in that the policy covers 
the property wherever it may be lo- 





cated within the United States or 
Canada in the standard form or 
throughout the world on a world wide 
form. Such policies also give iar 
broader protection than does the pure 
burglary contract since they have 
fewer exclusions and cover a loss 
which, even though criminal in origin, 
does not come within the terms of the 
policies issued by the casualty com- 
pany. One point which might be noted 
is that the inland marine policy is al- 
ways on specified and described prop- 
erty whereas the burglary policies 
gives blanket protection on all prop- 
erty owned by the insured. The rate 
for the inland marine contract is al- 
ways higher than that for burglary 
insurance but in view of the fact that 
the inland marine policies cover the 
property froin loss due to any cause 
whatsoever (with the exception of 
loss or damage due to wear and tear, 
depreciation, deterioration, moths or 
other vermin, and loss or damage 
suffered while the property is being 
repaired or worked on, or loss which 
is the result of an act of the legally 
constituted authorities) the marine 
policy gives far better protection. | 
OSD 

OME years ago there was an at- 

tempt to widen the types of prop- 
erty which might be insured under an 
inland marine form of policy and a 
few companies issued what was called 
a personal property form, which cov- 
ered all the property of the insured 
against loss or damage due to burglary, 
theft or other act of lawlessness 
as well as against the ordinary haz- 
ards of fire, windstorm, explosion and 
the like. The widespread adoption of 
such a policy form would of course 
destroy the residence burglary busi- 
ness of the casualty companies and in 
response to their protest the form 
was finally ruled against by several 
of the insurance commissioners. Now 
it is seldom written. 

Generally speaking the inland ma- 
rine forms should always be used 
when there is sufficient property 
which comes within their terms to 
bring the amount of the premium up 
above the minimum premium require- 
ment. It follows, therefore, that a 
family which has large amounts of 
jewelry, or valuable fur coats, where 
the risk of theft from the home is 
only one of the many hazards to be 
guarded against; should insure such 
property under inland marine policies 
instead of depending on the protec- 
tion given by burglary insurance 
alone. 

a 
P TO the present time we have 
only been discussing the protec- 
tion afforded by the fire insurance 
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companies against losses due to crime. 
The major part of such losses, how- 
ever, are covered by the casualty in- 
surance companies under some form 
or other of burglary or robbery in- 
surance. Some idea of the scope of 
the burglary branch of the insurance 
business may be gathered from the 
fact that the stock casualty compa- 
nies had a premium volume of $32,- 
255,155 in this particular line of in- 
surance during 1931 and from the 
fact that during the nine year period 
ending in 1931, the stock casualty 
companies wrote premiums of $284,- 
227,215. Despite the fact that the 
three depression years have generally 
been regarded as above the average 
in criminal activities the companies 
have consistently made an underwrit- 
ing profit from their burglary busi- 
ness. In 1931, for example, the stock 
companies had a loss ratio of 43.3%, 
while for the nine year period they 
had a loss ratio of 41.9%. The un- 
derwriting profit for the stock com- 
panies for the nine year period was 
10.5%. The mutual casualty com- 
panies have not been very active in 
this field up to the present. Their 
premium volume for 1931 was only 
$201,175 and for the period of 1923- 
1931 their total premiums were $720,- 
918. It has been very good business 
for them, however, as their under- 
writing profit over the nine years was 
39.6%.” 

It is worthy of note that the burg- 
lary hazard, as registered by the ex- 
perience of the insurance companies, 
is much worse in some sections of 
the country than in others. For ex- 
ample, the loss ratio in South Dakota 
has been over 50% for four out of 
the last five years and the experience 
in Oklahoma has been consistently 
bad. North Dakota had very heavy 
losses for 1927, 1928 and 1929, but 
the loss ratio, as reported by the 
Spectator Company was only 13.4% 
in 1931, 


Since the residence burglary and 
theft policy is by far the most im- 
portant and most widely used of the 
various insurance policies which in- 
demnify for loss or damage due to 
lawlessness, some analysis of the pro- 
tection it affords should be made. 
The policy covers: 

1. All loss by burglary, robbery, 
theft or larceny of any of the 
property insured from within 
the premises occupied by the 
assured. 

All loss of the insured prop- 
erty by burglary, robbery, theft 
or larceny from any safe de- 


2 All figures from Casualty Year Book for 
1931, published by Alfred M. Best & Co. 
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thoroughly 
dresser 


Housebreakers searched this 
posit box in a vault in any 
bank, trust company or safe de- 
posit company. 

All damage (except fire) caused 
by burglary, robbery, theft or 
larceny or an attempt there at. 

The coverage given under the 
standard residence policy can be ex- 
tended to include protection against 
loss or damage by robbery which oc- 
curs anywhere within the United 
States or Canada. The robbery pro- 
vision of the policy only covers 
money and securities up to $50 in 
value but is unlimited on jewelry, 
watches, clothes and articles of per- 
sonal adornment. A robbery is de- 
fined in the policy as, “A felonious 
and forcible taking of such property 
from any of the individuals covered 
hereby who is over 18 years of age, 
accompanied by bodily injury or 
threat of bodily injury to the per- 
son from whom the property is taken 
or by putting such person in fear of 
bodily injury.” 

The property covered by the pol- 
icy is not only that owned by the as- 
sured but also any property owned 
by a permanent member of his house- 
hold, who does not pay board or 
rent, or by a relative of the assured 
permanently residing with him. It 
does not, however, apply to any prop- 
erty owned by a domestic servant or 
other employe nor to any property 
owned by a guest. The word “prem- 
ises” is also defined in the policy as 
the interior of any building entirely 
occupied by the assured or, if two 


(Continued on Page 32) 
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EIGHTEEN STATES GRANT EMERGENCY 
POWER TO INSURANCE COMMISSIONER 


HE financial crisis, which be- 

I gan with the declaration of the 
Michigan moratorium and 
gathered momentum until the proc- 
lamation of the national bank holi- 
day by President Roosevelt on the 
night of March 5th, had immediate 
and direct consequences in the in- 
surance world, particularly in that 
portion of it occupied by the life in- 
surance companies. With the clos- 
ing of all the banks it was impossible 
for the insurance companies to meet 
their claims and other obligations. In 
the interim before the banks re- 
opened it was realized that the life 
insurance companies had been sub- 
jected to the same strain which had 
resulted in the national bank mora- 
torium and the legislatures and in- 
surance commissioners of many of 
the states took immediate action to 
preserve the solvency of the insur- 
ance companies by limiting the amount 
of money which could be withdrawn 
from the companies under the cash 
surrender and loan provisions of the 
policies. In order to give the in- 
surance commissioners authority to 
make the necessary regulations to 
preserve the stability of the life in- 


surance companies generally and to 
prevent the withdrawal of amounts 
from the insurance companies for the 
purpose of hoarding, emergency leg- 
islation was introduced and passed 


in a large number of states. On the 
basis of such legislation severe re- 
strictions on cash surrender values 
and loans were imposed by the var- 
ious insurance commissioners. 


At the time this article was writ- 
ten (the last of March) such emer- 
gency legislation had been passed in 
eighteen states and was pending in 
twelve other states. In a number 
of instances insurance commission- 
ers, pending the enactment of legis- 
lation under consideration, had is- 
sued practically the same rules and 
regulations as had been adopted in 
the other states where the legislation 
was in force. 


In fifteen of the states—Alabama, 
Connecticut, Delaware, Indiana, Kan- 
sas, Massachusetts, Michigan, Min- 
nesota, New Hampshire, New Jersey, 
New York, North Carolina, Ohio, 
Tennessee and Vermont—the legis- 
lation which was adopted gives the in- 
surance commissioner practically 
dictatorial powers. During the emer- 
gency which is declared to be exist- 
ing, the Insurance Commissioner 


shall have the power, in the words 
of the Massachusetts’ statute, ‘‘to 
suspend, in whole or in part, the op- 
eration of any provision of the laws 
of the Commonwealth relative to in- 
surance, to order any one or more 
insurers to restrict all or any part 
of their business, to limit or post- 
pone for any length of time the pay- 
ment of any amounts payable under 
the terms of any of their policies of 
insurance or annuities or pure en- 
dowment contracts, and to make, re- 
scind, alter and amend such rules and 
regulations governing the conduct of 
the business of any insurers as he 
may deem necessary or expedient 
to maintain sound methods of insur- 
ance and to safeguard the interests 
of holders of such policies and con- 
tracts or of beneficiaries thereunder 
in the interest of the public. He may 
issue such orders as he may find it 
necessary or expedient to enforce 
such rules or regulations.” This law 
is very similar to those adopted in the 
other states of this group. Under 
it the insurance commissioner is giv- 
en a blanket grant of power prac- 
tically without restriction, for the 
continuance of the emergency. It is 
worth noticing that the authority 
given includes all lines of insurance, 
although up to the present drastic 
action by the insurance commission- 
ers has been limited almost entirely 
to life insurance. 
i 

N three of the states—Arkansas, 

Iowa and Wisconsin—the power 
given to the Insurance Commission- 
er is not as broad, being limited to 
life insurance and enumerating in de- 
tail what power the insurance com- 
missioner shall have over the life in- 
surance companies in order to main- 
tain their solvency and stability and 
insure the ultimate payment of all 
claims. 

Legislation is pending at the pres- 
ent time in California, Colorado, the 
District of Columbia, Illinois, Maine, 
Maryland, Missouri, Nebraska, Okla- 
homa, Rhode Island, Texas and Utah. 
All of the bills, with the exception of 
those in Texas and Missouri, give a 
blanket grant of power to the insur- 
ance commissioner, By the time this 
article appears in print it is probable 
that the legislation now pending will 
have been adopted in the majority 
of these states, unless the legislatures 
believe that improvement in condi- 
tions since the legislation was intro- 
duced makes it no longer necessary. 


In seven states—lowa, Minnesota, 
Kansas, Massachusetts, Wisconsin, 
Washington and Florida—the insur- 
ance commissioners have either or- 
dered or recommended that the life 
insurance companies allow policy- 
holders an extra grace period of 
thirty days for the payment of their 
premiums. A dissenting voice, raised 
against such action, is that of Dan C. 
Soney, Insurance Commissioner of 
North Carolina. 

OOD 


N excellent idea of the reasons 
A given for the action taken by 
the insurance commissioners, and 
the restrictions adopted, can be gained 
from the following statement of 
Ernest Palmer, Illinois Superinten- 
dent of Insurance, which was issued 
on March 21st, 1933. 


We conceive it to be the objective of the 
various States which have issued orders in 
regard to policy loans and surrenders to co- 
operate with the Federal Government to pre- 
vent hoarding. Obviously, any steps to 
prevent hoarding without the cooperation of 
life insurance would defeat the objective of 
the Federal Government. 


The primary function of life insurance is to 
pay death benefits, disability benefits, annuities 
and matured policies. Therefore, for the good 
of the public it is important that the institu- 
tion of life insurance be surrounded with such 
rules and regulations as will preserve the pres- 
ent financial status of the companies which have 
withstood the economic and financial stress of 
the past three years, in order that those insti- 
tutions may continue to carry out their fun- 
damental purposes. 

The rules and regulations which are deemed 
necessary and desirable to safeguard the inter- 
ests of policy-holders, beneficiaries and the pub- 
lic generally during an emergency, are as fol- 
lows, and they completely supersede our orders 
of March 138, 1983: 

1. Loans and Cash Surrender Values 

Until further order you shall suspend the 
payment of all cash surrender values and the 
making of policy loans under all policies 
whether issued in this State or elsewhere, 
except 

(a) That you may make a loan or allow a 
cash surrender value on any policy solely for 
the purpose of having such loan or cash sur- 
render value applied to the payment of? any 
premium or obligation of the policy-holder to 
your company, 

(b) In addition to the above, in cases of 
great need you may also make a loan to any 
one person on a policy or policies issued to 
him not exceeding $100.00. 

Note: (This Department, of course, cannot 
pass upon cases of great need under the regu- 
lation above permitting payments not exceed- 
ing $100.00. You should, however, satisfy your- 
selves that the application is made in good faith 
and it should be supported by affidavit or other 
evidence upon which you may reasonably rely. 

2. Additional Payments Permitted for Speci- 
fied Purposes. 


In addition to the above, loans may be made 

and cash surrender values paid on proper show- 
ing and satisfactory evidence under oath that 
no other funds are obtainable for the following 
special uses, 
_ 1. For the purpose of meeting all taxes, and 
interest or principal payments on mortgages on 
homesteads, including residences and farms, 
belonging to the policy-holder. 

2. For the purpose of payment of hospital, 
medical and funeral expenses for the imme- 
diate members of the assured’s family who are 
dependent upon him for support. 

In all such cases as much of the loan value or 
cash surrender value may be paid up to the full 
amount thereof, as may be absolutely necessary 
to meet the needs of the policy-holder, provided, 
however, that payments shall be made direct by 
the insurance company to the person entitled 
thereto upon order of the policy-holder. 


8. Applications Pending March 138, 1933 


Where an application for a loan or surrender 
value was pending March 13, 19383, (the date 
of our first order) companies will be permitted 
to make such payments, provided the applica- 


(Continued on Page 32) 
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Many of the Measures Tried in an Effort to End the Depression Originate in the United States Treasury 


Insurance In the Depression 
The Effect of the Economic Crisis on All Types of Insurance Companies 


with Emphasis on the Stability of Such Organizations 


O understand the situation of 

insurance in the present de- 

pression, one must understand 
its fundamental characteristics, its 
differences from, and relations to, 
other business. 


Variations in nature and methods 
among the various lines of insurance 
make generalization difficult. State- 
ments which may be true of most 
lines are inapplicable to special cases ; 
influences which adversely affect one 
line are favorable to another. Sub- 
ject to the reservation that exceptions 
and qualifications would be necessary 
to a complete and detailed statement, 
certain general characteristics of the 
business of insurance, all of which 
have a definite bearing on present 
conditions, may be pointed out. 


1. Insurance carriers are financial 
institutions engaged principally in re- 
ceiving and disbursing money, and 
relying for their stability on invest- 
ments in securities which are expected 
to guarantee their obligations and to 
yield a conservative money income. 
They are, therefore, particularly sen- 
sitive to all influences affecting the 
value of securities, the rate of return 
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on investments, and the value of 


money. 

2. Insurance is a business of pro- 
phecy, often of prophecy extended 
to the remote future. All business, 
of course, rests on prophecy, but 
elsewhere there is greater opportun- 
ity for adjustment to conditions after 
the fact. Insurance sets its price, and 
gives its guarantee, on the basis of 
probable future occurrences. 

3. Valuation, both of assets and of 
liabilities, is regulated by law and by 
administrative action. Assets are 
valued at conservative, and liabilities 
at high, perhaps excessive, figures. 

4, An insurance carrier may be de- 
clared insolvent and be taken over for 
liquidation long before it ceases to be 
able to meet its current obligations. 
Its ability to make a statement show- 
ing sufficient assets to meet all liabil- 
ities (including capital, if any) is the 
criterion of solvency. 

5. Insurance carriers have no fund- 
ed debts, and consequently, no fixed 


interest charges, except in cases 
where funds are held to earn such 
charges. 


6. An insurance carrier’s plant and 
personnel, and hence its overhead, 
are relatively inflexible. In other 
words, a given combination of offices, 
equipment, and men can handle a 
widely varying volume of business. 


7. In the case of carriers selling 
through agefits, expenses for acqui- 
sition of business are almost directly 
proportional to the amount of busi- 
ness done, the cost varying in almost 
the same ratio as the volume of pre- 
miums, since the largest item is in the 
form of percentage commissions. 


8. Premium rates, which determine 
the income of insurance carriers, are 
becoming more and more subject to 
state regulation, either mandatory or 
persuasive. Such regulation adds an- 
other step to the rate-making process 
and makes for less responsiveness of 
rates to changing conditions. In ad- 
dition, state regulatory authorities 
are naturally more friendly to pro- 
posals to decrease rates than to those 
embodying increases. 








N adequate study of the effects 

of the depression on insurance 
must await the end of the depression. 
In the present article it is intended to 
point out certain broad results of the 
current economic situation, without 
attempting to evaluate them with pre- 
cision, or to treat them exhaustively. 


Perhaps the first and most notice- 
able effect of reduced economic ac- 
tivity appears in the reduction of the 
volume of insurance written. De- 
creases occur in stocks of merchan- 
dise and other goods, in the unit val- 
ues of goods, in the volume of 
contracts for construction work, in 
the value of goods in transit, in pay- 
rolls, in the value of fixed assets, and 
in numerous other directions. 


30th directly and indirectly such 
reductions have their affect on the 
volume of insurance. To the extent 
that volume depends on amounts and 
values which are themselves a meas- 
ure of economic activity, there is a 
direct relationship. If the merchant 
reduces his stock in trade, he requires 
less fire insurance; if the manufac- 
turer’s payroll is cut down, it is imme- 
diately reflected in his public liability 
premium; lessened building activity 
means a smaller demand for contract 
bonds. Examples might be multi- 
plied. 


Indirectly, volume is affected by 
the inability or unwillingness of pol- 
icyholders to purchase insurance as 
liberally as previously. The insurance 
bill is scrutinized carefully, and only 
the absolute essentials are approved ; 
often a chance is taken on the future, 
and insurance which would ordinarily 
be. regarded as essential is not car- 
ried. Where large unearned premiums 
can be realized by cancellation, such 
action is sometimes taken, “cheaper” 
contracts being substituted. Life, and 
other forms of personal insurance 
which do not have a direct bearing 
on the policyholder’s business activ- 
ity, also suffer from any general scar- 
city of funds. 


HE following figures will serve 

to show the effect of the de- 
pression on volume in three major 
departments of the business. :* 


New Paid-for Business; Index 
U. S. Legal Reserve Number 
Life Companies (1929100) 


$18,673,574,996 97 
19,267,332,211 100 
19,019,790,453 99 
17,226,248 ,427° 89 


Year 
1928 
1929 
1930 
1931 


1 Figures used in this article have been 
drawn principally from the publications of the 
Alfred M. Best Co., The Spectator Co., and 
the Association of Life Insurance Presidents. 


Net Premiums 
Written; Fire & 

Murine Ins. 
$1,183,174,203 96 
1,.227,429,472 
1,115,399,838 91 
965,603,670? 79 
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While these decreases in volume 
are considerable, they are, of course, 
much less than in many other types 
of business. The relatively small de- 
crease in volume may be due to the 
fact that much insurance is written 
in spite of depressed conditions; 
Property must be protected even 
though it is temporarily inactive, life 
insurance will be taken out because 
the protection is particularly vital 
when other financial provisions has 
depreciated. 


Another reason may be found in 
the inelasticity of insurance. An auto- 
mobile which would be replaced in 
times of prosperity may be continued 
in use another year. But the owner’s 
liability policy is completely ex- 
hausted at the end of its term and 
can be continued only on incurring 
the obligation to pay an additional 
year’s premium. 


Even a small percentage decrease in 
premium volume requires careful at- 
tention to expense ratios. Stock in- 
surance companies work on a narrow 
margin between income and outgo, 
and mutuals are loathe to decrease 
their scales of dividends to policy- 
holders. Heavy overhead and inelas- 
ticity of organization tend to increase 
the expense ratio; only careful plan- 
ning will keep it within control. 


Se 


EPRESSIONS also have a 

marked effect on loss ratios in 
many lines, though it is often difficult 
to separate such effects from those 
due to other causes which might have 
been operative even had normal or 
super-normal conditions prevailed. 


In the matter of losses, the bonding 
business has probably experienced the 
most adverse results. The results of 
dishonesty during prdésperous times 
have come to light when the employ- 
ees concerned could no longer make 
sufficient profits to cover their specu- 
lations. Wide-spread bank failures 
have involved the bonding companies 
in enormous losses on depositary 
bonds. 


Most of the principal lines written 
by causualty companies showed a loss 
ratio in 1931 higher, and often much 
higher, than the average for the last 
Index 


Number 
(1929100) 


Index 
Number 
(1929100) 


N 
Prem. Written; 
Casualty Ins. 


$1 096,123,253 97 


100 1,126,194,578 100 


1,070,439,763 95 
975,206,499? 87 


2 It is estimated that new paid-for life in- 
surance business for 1982 amounted to $14,- 
700,000,000 which would produce an_ index 
number of 76. Business in other lines has de- 
creased further during 1932 but figures are 
not yet available. 


seven years. This situation is due, 
at least in considerable measure, to 
the depression. Beneficiaries of acci- 
dent and health policies seem to be 
more easily hurt and to recover less 
repidly; workmen injured in indus- 
trial accidents have less incentive to 
return to work; reduced wage scales 
call for a higher proportion of wages 
to be paid as compensation benefits ; 
automobile liability settlements are a 
possible substitute for reduced or 
vanished earnings. But steam boiler, 
engine and machinery and sprinkler 
leakage insurance show lower loss 
ratios, due possibly in part to de- 
creased activity. Mercantile open 
stock burglary losses show a decrease 
because there is little market for mer- 
chandise. 
QOD 

NCREASES in premium rates to 

meet increased losses are difficult. 
Where rates are regulated, time is 
necessary to secure approval of in- 
creases, and approval is usually re- 
luctantly given. The agency force and 
the public are inclined to be resentful 
of increases in rates, especially since 
other prices are being drastically re- 
duced. In some lines, particularly 
automobile liability, workmen’s com- 
pensation and depositary bonding, 
considerable increases have been im- 
perative and have been promulgated. 

During the years 1924 to 1929 the 
capital and surplus of fire and marine 
stock companies increased 109 per 
cent. That this increase was not 
based on increased demand for their 
services is shown by the much smaller 
increase of 18 per cent in net pre- 
miums written by such companies. 
Provision was being made for busi- 
ness which did not exist, even in pros- 
perous times. Such investment was 
founded on hopes, necessarily disap- 
pointed. 


During 1928 and 1929, 133 fire and 
marine carriers of all types were li- 
censed, while 69 discontinued busi- 
ness, either by way of merger, rein- 
surance, or liquidation, a net increase 
of 64. During 1930 and 1931, 52 were 
licensed, and 152 discontinued, a net 
decrease of 100. During 1932 only 
8 new companies were added, while 
62 retired, a net decrease of 54. 


Similar data for casualty insurance 
(omitting assessment associations ) 
show 79 new carriers for 1928-1929, 
and 60 retirements, a net increase of 
19; for 1930-1931 the figures were 
69 and 109, a net decrease of 40; for 
1932, 16 and 44, a net decrease of 
28. The tendency is the same, though 
the proportions differ. 


(Continued on Page 30) 
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‘PROPOSED FARM LEGISLATION 
GIVES GOVERNMENT WIDE POWER 


RESIDENT Franklin D. Roose- 
Pp velt’s farm relief plan is before 

the Congress at the present 
time. It is a long and rather involved 
legislative bill. There is much argu- 
ment for and against the plan as a 
whole, as well as on specific sections 
of it. However, there is no argument 
against the proposition that the farm- 
er must be able to work his land pro- 
fitably before there can be any sound 
recovery from the depression. 


The national administration has 
put forth its farm plan with the assur- 
ance that if it does not work it will 
be scrapped. The legislation carrys 
a clause which gives the President 
the power to put an end to its opera- 
tion at any time. This feature is some- 
what reassuring to those who would 
otherwise unalterably oppose a law 
which places such sweeping powers 
in the hands of an administrative de- 
partment of the government. 


Insurance companies are vitally 
concerned with the farm problem. 
There are 2,200 farm mutual fire in- 
surance companies in the United 
States. These companies are run by 
farm people and for farm people. 
Their stability depends upon the abil- 
ity of farmers to continue to meet 
their obligations to these insurance 
companies so that losses can be paid 
as they occur. 


The enormous amount of insurance 
company investments in farm mort- 
gages concerns almost everyone. At 
the present time many farmers are 
unable to make sufficient money out 
of their farms to pay the interest 
charges on first mortgage loans which 
were considered conservative when 
made, Continuance of this condition 
means that a large portion of the 
assets of the leading life and property 
insurance companies will be con- 
verted from income producing mort- 
gages to presently unmarketable farm 
real estate. 


The universal interest in the condi- 
tion of the United States farmer, 
plus the special interest of the insur- 


ance business, prompts the printing 
of the following digest of the current 
plan for farm relief: 

QoSa> 


HE general objective of the Bill 
is to increase the purchasing 
power of farmers through restoring 
the balance between production and 
consumption and through adjusting 
markets as rapidly as is feasible, start- 
ing with present conditions. 
The Bill gives the Secretary of 
Agriculture broad powers: 


(1) To provide for reduction in 
acreage or production of specified 
farm products and to compensate 
producers for such reduction through 
rental or benefit payments. 

(2) To enter into marketing agree- 
ments with producers, marketing 
agencies, and processors of farm 
products. 

(3) To license processors and dis- 
tributing agencies engaged in inter- 
state or foreign commerce in hand- 
ling agricultural products and to reg- 
ulate them so as to eliminate unfair 
practices and charges. 


(4) To use the Smith Cotton op- 
tion contract plan on the 1933 crop 
of cotton. 


(5) To impose taxes on the proc- 
essing of the basic agricultural com- 
modities at an amount not in excess 
of that necessary to restore the pre- 
war price parity, subject to the limi- 
tation that the tax shall be reduced 
if the full amount is more than can be 
borne under existing conditions with- 
out excessive reduction in consump- 
tion. 

It is intended under this broad 
grant of power that the Secretary will 
call in representatives of the produc- 
ers and processors for each commod- 
ity and shall work out separately for 
each commodity the method of deal- 
ing with it which offers the best hope 
of effective control of production for 
the 1933 crops and of progressive 
action towards an elimination of sur- 
plus stocks or production and restora- 
tion of normal price parities. 


15 


Under the taxing power, provision 
is made for hearing to interested par- 
ties so that in each step of the appli- 
cation of the law the Secretary will 
discuss the proposed steps with those 
interested and will take into account 
their expert advice. 

DO 


N controlling production of differ- 

ent commodities, different systems 
will probably be used. Thus it is an- 
ticipated that in the case of hogs and 
corn the payment of rent for retire- 
ment of corn !and from production 
will be contingent upon a correspond- 
ing reduction in the quantity of hogs 
marketed by the producer. In the case 
of cash crops the rental or benefit 
payment may be based primarily up- 
on reduction in acreage of the par- 
ticular crop in question, with supple- 
mentary provisions as to the alterna- 
tive use of the land. Under the plan 
the Secretary is also at liberty to rent 
land in large tracts or in selected 
regions, or to allot the sums for land 
rentals by States and counties so that 
each producer will have an equal op- 
portunity to rent a portion of his land 
and to receive rental payments. 


Provisions are included for taxes 
on the existing warehouse stocks at 
the time the processor’s tax goes into 
effect and refunds on the exporta- 
tion of finished products upon which 
processing taxes have been collected 
and for the imposition of such taxes 
as are found necessary on commodi- 
ties or products competing with the 
basic agricultural commodities or 
their products. Commodities used 
by unemployment relief agencies are 
exempt from taxation. Through 
these, and other special provisions it 
is hoped that the tax can be applied 
with the least possible necessity for 
adjustment in the various industries 
and without injustice to the various 
individuals and concerns involved, 
so that in every way the addition of 
the tax will work out in the same way 
as an increase in the price of the prod- 
uct itself. 


In practically all cases the per- 
centage of the retail price which now 
goes to the farmer is so small that 


(Continued on Page 28) 
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Insurance in the Depression 


ROFESSOR BLANCHARD of Columbia Univer- 
P sity has contributed an interesting article on the 

effect of the depression on insurance to this issue 
of the Journal. His analysis reveals the emphasis placed 
by many companies on the investment aspect of the busi- 
ness, which has been responsible for the failure of some to 
survive the strain of the present economic situation. The 
difficulties of insurance companies which are disclosed 
by him are due primarily to a disregard of fundamentals 
in investments and underwriting. 


Mr. Blanchard, who wrote early in the year, concludes 
with a few words of praise for the “enviable record” of 
insurance and a short explanation of the reasons for the 
fine showing. We do not know whether the events of the 
past month have changed his mind. To us, however, 
every major failure which occurs emphasizes the fact 
that it is only a matter of time until those institutions 
which have forgotten or which have never known the 
fundamental principles of insurance will have to travel 
the road to oblivion. To us the two major command- 
ments which were apparently broken with impunity, are: 


1. Premiums earned must be sufficient to pay losses 
and expenses. 


2. Insurance assets are similar to trust funds and 
must be invested for safety, not yield. 


W" realize that some of the past and future insur- 
ance disasters are caused by the breakdown in 
human values which has been apparent in many fields. 
A few are honestly due to circumstances beyond the 
control of the management. For the rest, however, you 
will find the failures attributable to incompetent manage- 
ment or a wilful disregard and perversion of the true 
purpose of an insurance company. Such an organization 
is intended to collect funds and hold them in trust for the 
purpose of indemnifying those who have the misfortune 
to suffer loss. It is not an investment trust that can 
afford to disregard sound underwriting practices to se- 
cure funds for speculative purposes. 


Mr. Blanchard’s conclusion as to the desirability of 
seeking profits from underwriting rather than invest- 
ments happens to coincide with the established policy of 
mutual insurance companies generally. A sound set of 


underwriting rules and a management that insists on 
maintaining them, even when it means a reduction in pre- 
mium volume almost surely produces a condition where 
income exceeds outgo, even under prevailing economic 
conditions. 


aa 


F course, coupled with good underwriting must be 

other evidences of good management and the effec- 
tive carrying out of another fundamental principle of 
mutual insurance, fire and accident prevention. To a 
company which follows these fundamentals, the break- 
down of security prices has been incidental, not fatal. 
To those companies accustomed to living within their 
income, the present value of their investments, if the se- 
curities which they hold have intrinsic value beyond the 
current market, is not of great concern and they are 
able to go along without danger while awaiting the time 
when conditions resume a more nearly normal level. It 
is only the company which must sell its investments 
now to make up for underwriting losses that is in despair. 


It cannot be denied that the very nature of mutual in- 
surance makes its management more immune to tempta- 
tion to disregard underwriting for investment profit. 
Practically all mutual companies have started in a small 
way, wholly dependent during their early years upon 
their premium income for funds necessary to pay losses 
and expenses and without a large amount in invested 
assets. The successful mutual companies all started with 
the sole object of reducing hazards through prevention 
and reducing the cost of insurance. Only by close adher- 
ence to these objectives could the loss ratio be kept within 
reasonable bounds and expenses held at the lowest pos- 
sible level. In this way they paid dividends to their pol- 
icyholders and made the regular contributions to surplus 
which were necessary to provide funds to properly care 
for a growing business. As a result, the mutual mana- 
gers came to depend primarily upon underwriting as the 
source of their profit and rare indeed is the mutual com- 
pany whose earned premium volume, even last year, did 
not cover its losses incurred and expenses paid. The 
methods used by the mutual companies to attain their 
low loss and expense ratios have never been a trade se- 
cret. Careful underwriting in which a conscious effort 
Was made to attract and hold the best risks, coupled with 
competent inspection and sustained loss prevention activ- 
ities designed to lessen the hazards of the risks assumed, 
have made it possible for such companies to consistently 
excel in underwriting results. At the same time, they 
found it necessary to keep expenses down to the lowest 
level consistent with the best possible service to their 
policyholders, since it was necessary to earn the divi- 
dends which were to be paid to the policyholders out of 
the premiums received. Mutual managers expected to 
make an underwriting profit of from 25% to 40% in 
the same way that stock company executives expected 
to make an underwriting profit of 2% or 3%. After 
returing dividends to policyholders they have practically 
without interruption added a little to surplus and con- 
tingent reserve during each year and in that way have 
built up a wide margin of safety which is extremely use- 
ful in emergency, but seldom if ever drawn upon because 
of their ability to meet even extraordinary demands out 
of current income. 


(Continued on Page 18) 





HEN I reached home the 

other night I found that the 

family had betaken itself to a 
movie, and left a lonely domicile to 
me. I confess I was an hour late for 
supper, which gave some excuse for 
that desertion. Moreover some cold 
viands had been set out neatly on 
the table, and a pencilled note invited 
me to partake. 


Having satisfied my appetite I first 
thought of a pipe and a book as a 
thoroughly satisfactory way of spend- 
ing the interval until the gadding fam- 
ily returned. But just as I was 
reaching for a volume on the shelf in 
a corner of the living room I remem- 
bered that for weeks I had been con- 
sidering a neighborly visit with a 
man whom I see too seldom and 
whose company on such rare occa- 
sions I much enjoy. 


So I abandoned the reading idea, 
and, after lighting my pipe, crammed 
an old hat on my head and stepped 
out into the March night. My friend 
lives only two blocks away. He is a 
retired business man. That is to say 
he is a man who had been in busi- 
ness, although never tempermentally 
fitted for it, and had escaped there- 
from when one of those rich uncles, 
usually fictional but occasionally flesh 
and blood, died and left him a modest 
competence. Having no ambition to 
be wealthy, and disliking the ways 
of business, my friend promptly sold 
out and proceeded to devote himself 
to a leisurely pursuit of things that 
really interested him. 


He fitted up a small work shop and 
chemical laboratory. He made him- 
self a telescope. He puttered in ex- 
periments and studied the stars. To 
those hobbies he added a very alert 
concern for what was happening in 
his world. He would talk at length, 
but always entertainingly and often 
enlighteningly, about man’s struggle 
upward from primitive savagery to 
that degree of awareness and under- 
standing which was represented in his 
pet sciences of chemistry and astron- 
omy. And then he would wonder that, 
with all that man had learned of ele- 
mental reactions ; with all he had been 
able to comprehend of remote suns 
and nebulae, he was still far from 
governing human relations in such a 
way as to avoid disastrous explosions 
or achieve harmony with the order 
and efficiency displayed in the solar 
system, 
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Lifelights Against a Business Background. 


Fingerposts for American Guidance. 


By S. J. DUNCAN-CLARK 


FOUND him, as I had expected, 

in his study—a room of delight- 
ful untidiness. Magazines were piled 
everywhere, books were on the floor 
beside his chair, papers on which he 
had been making notes were scat- 
tered over his table. He made me 
cheerfully welcome, and almost be- 
fore I had seated myself and refilled 
my pipe, he began to talk. 


“Here,” said he, tapping two large 
volumes—one of which was open— 
“are fingerposts for American guid- 
ance. This is the report of a great 
company of political scientists, econ- 
omists and sociologists on the way 
things are moving in American life. 
It is ‘Present Social Trends,’ and we 
have never had so thorough, so im- 
partial and so illuminating a picture 
of ourselves. Every thoughtful Amer- 
ican should read these books. In 
muddled days like ours to read them 
is stand on a high plateau and survey 
the road we have come by in the last 
few years, and the nature of the reg- 
ion that lies ahead of us.” 


“Tell me something about it,” 
said. 


“T could talk all night about it,” 
he answered, “but I have been scan- 
ning again the chapter on population 
trends. It is fresh in my mind, and 
it may not weary you too much if I 
recall some of the high spots. For 
example, what do you think will be 
the total population of the United 
States as the century ends?” 


“About 200,000,000 would be my 
guess,” I answered. 


“You’re wrong if these experts are 
right,” he declared. “The birthrate is 
falling steadily. We will reach. our 
peak between 1965 and 1970 at about 
146,000,000, and then begin to de- 
cline if the present trend persists. 
That is a forecast which / should 
think of much importance to Ameri- 
can business, to all productive indus- 
tries and to public utilities. Some 
long-range plans will have to be re- 
vised if it is correct. 


“Then consider that the trend indi- 
cates a rapidly increasing ratio to the 
total population of persons 45 years 
of age and over. The question of old 
age security is going to be as acute 
as that of infant welfare has been in 
the recent past. The ratio of persons 
under 20 is decreasing, and educators 
must take note of that fact in their 


programs for the future. The grow- 
ing proportion of persons of mature 
and advanced age may make the na- 
tion more conservative in its attitude, 
although that is conjectural. It will 
certainly stimulate the adult educa- 
tion movement, and will be a chal- 
lenge to those business regulations 
that discriminate against employment 
of men past middle age. 
DOD 


66 UT here is a cheerful fact— 


the appeal to the foreign vote 
is soon to lose its political import- 
ance. In less than 40 years rural 
America will be practically 100 per 
cent native born of native parents, 
and the same will be true of 75 per 
cent of dwellers in smaller cities and 
of 50 per cent of those living in cities 
of a half million or over. We are 
moving toward homogeneity in 
America, which should be a real help 
in solving some of our problems. And 
by that time we will be a thoroughly 
urbanized country. In 30 years the 
balance of power has swung from 
rural America to the cities. In 1900 
our population was 60 per cent rural 
and 40 per cent urban; in 1930 it was 
56 per cent urban and 44 per cent 
rural. Unless the depression check on 
that trend persists longer than seems 
probable, by 1970, at our peak period, 
we of the cities will be an impressive 
and powerful majority.” 


“But we will still need the farm- 
ers,” I said. 

“You bet se will,” he said, “and 
because we are in the majority we 
will have to understand their prob- 
lems much better than most of us 
now do. Well, those are some of the 
fingerposts in one chapter of these 
books, and every chapter adds many 
more. If you want to be intelligent 
about your country you should read, 
mark, learn and inwardly digest 
them. Only then can you plan a 
course of action for yourself, and 
judge the proper path for your coun- 
try when others would outline it, 
with a background of real facts that 
will make it possible to arrive at a 
correct conclusion.” 








Insurance In the 


Depression 
(Continued from Page 16) 


UTUAL companies have been 

reared under what has always 
been regarded as one of the cardinal 
principles of success—‘“living within 
one’s income.” Companies with large 
amounts of paid-in capital have not, 
in many cases, felt the need of pay- 
ing close attention to management 
and underwriting and have depended 
upon volume to furnish funds for in- 
vestment purposes and, while hoping 
to make an underwriting profit, ex- 
pected to show an ultimate gain, re- 
gardless of underwriting results, from 
the interest on the funds invested. 
Because of this dependence upon in- 
vestment income, a less conservative 
investment policy was generally fol- 
lowed than otherwise might have 
been the case and as a result in times 
such as these, the companies which 
have been operating at an underwrit- 
ing loss find it difficult to adjust them- 
selves to the needs of the present sit- 
uation. 


The events of the past three years 
have brought home to the public and 
to insurance supervisory officials the 
trust nature of insurance funds. In 
the case of a mutual company all of 
its assets belong to the policyholders 
and should, of course, be invested 
with only their interest in view. Stock 
company executives have steadily 
pointed out the private nature of their 
companies and the right of the man- 
agement to invest those funds as it 
sees fit for the benefit of its stock- 
holders but this view is slowly yield- 
ing before the rising tide of public 
opinion. The great proportion of the 
funds of any company which have 
been contributed by the policyholders 
is being recognized and investment 
laws are proposed which will very 
strictly limit the discretion of the 
management in handling the funds 
of the policyholders. This view has 
been accepted in life insurance since 
the Armstrong investigation in 1906 
and it is extremely likely that the next 
year or two will witness its general 
acceptance by fire and casualty com- 
panies as well. 


Although in accord with Mr. Blan- 
chard’s general conclusion, we must 
differ with him on some of the minor 
ones. We think the record refutes 
his contention that the “concentra- 
tion of the business in powerful and 
competent hands is one of the funda- 
mental reasons for the fact that in- 
surance has withstood the strain as 
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well as it has.” The smaller concerns 
have given a very creditable account 
of themselves and recent events have 
emphasized the fact that there is little 
virtue in mere size. The large insti- 
tutions have suffered a severe defla- 
tion in assets and prestige if not in 
ego. 
OSs 


ROFESSOR Blanchard touches 

upon a subject which is close to 
a good many hearts when he says 
that “Increases in premium rates to 
meet increased losses are difficult. 
Where rates are regulated, time is 
necessary to secure approval of in- 
creases and approval is usually reluc- 
tantly given.” Insurance executives 
who are inclined to lay their difficul- 
ties to causes beyond their own con- 
trol usually advance as the sole cure 
for the difficulties of insurance com- 
panies the idea of increased rates, and 
lay the blame for present conditions 
on those rate regulatory authorities 
who have not seen fit to give the com- 
panies everything for which they have 
asked. 


The Superintendent of Insurance 
of the State of New York came in 
for some honorable mention along 
this line in connection with the with- 
drawal of certain companies from the 
writing of a certain class of business 
in New York State which they have 
found, under their methods of doing 
business, to be unprofitable. Of 
course, the companies are entitled to 
adequate rates and to increases in 
rates when experience which is reli- 
able indicate that such increases are 
justifiable. It may be true in some 
cases, as the professor points out, 
that regulation makes for less respon- 
siveness of rates to changing condi- 
tions, but this fails to account for the 
adverse experience of ‘the companies 
in those lines of business where there 
is little, if any rate regulation. 

QOS 

HE reluctance of rate regula- 

tory officials and of the public to 
endorse continual increases in rates is 
easily understood when the practices 
of the carriers themselves are studied. 
The companies generally desire the 
freedom of operating as they please 
when things go smoothly but rush 
madly to the supervisory authorities 
for help when they themselves need 
assistance. Their idea of making rates 
responsive to changing conditions is 
a redundant rate level which will pro- 
vide more than enough for losses, ex- 
penses and profit, so that rates may be 
slashed below cost in those cases 
where the exigencies of competition 
make a ready response to changing 


conditions desirable. Of course, au- 
thorities are reluctant to increase 
rates, when the manual rates permit- 
ted at the time the increase is being 
asked are not being collected. For 
example, in one state, the companies 
made a persistent fight for a 15% 
increase in rates when, by charging 
manual rates, a 25% increase in in- 
come would have been realized. 


Rate regulation, in our judgement, 
plays only a minor part in the present 
difficulties with which insurance is 
faced. The principle difficulties are 
those for which the business itself is 
largely responsible. The cure is from 
within, and will be effected as soon 
as the companies are ready to go back 
to the fundamentals on which insur- 
ance is based, and which mutual in- 
surance has never left. 


Qo 


MR. Frederick V. 
Bruns of Syra- 
cuse, New York, 
who seems to function as both local 
agent and stock company executive, 
took enough time from his manifold 
duties the other day to tell a meeting 
of local agents what was wrong with 
the insurance business and the steps 
which should be taken to right it. 
One of his major commands is that 
somebody (located at either Albany 
or Washington) should stop the mu- 
tual casualty companies from paying 
dividends to their policyholders be- 
cause such action by the mutuals re- 
sults in a loss of business to stock 
agents. 


Skim Milk for 
Stock Agents 


Mr. Bruns is apparently unable to 
discover where the money for the 
mutual dividends is coming from, 
never having taken the trouble to 
read the statistics compiled by the 
New York Insurance Department on 
the operations of casualty companies 
entered in the state. If he had done 
so he would have found that during 
1931 the New York mutuals in- 
creased their surplus $314,673 despite 
the fact that they paid dividends of 
$2,860,949 and the mutuals from 
other states increased surplus $222,- 
008 despite dividends of $10,246,485. 
In the same year the stock casualty 
companies of New York had a loss 
in surplus of $16,426,633 and the oth- 
er state stock casualty companies a 
loss of $32,588,361. The answer, my 
dear Frederick, is very simple. The 
mutuals have lower loss and expense 
ratios, being better underwriters and 
more efficient managers. As an ex- 
perienced insurance man Mr. Bruns 
will appreciate this. 
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-S$-WINDOWS-SKYLIGHT 


INGS@mSTORES & HOMES 


Claims of Guests for Injuries Received in Such Accidents Are No Longer Allowable in Many States 


Automobile Guest Liability Laws 


An Analysis of the Legislation Enacted to Limit Liability of a driver 
for Accidents to Passengers Not Carried for a Consideration 


ITHOUT regard to any statu- 
tory duty, the majority rule 
may be stated as follows: 
That the driver of an automobile 
owes an invited guest the duty of 
exercising reasonable care in its op- 
eration so as not unreasonably to ex- 
pose him to danger and injury by 
increasing the hazard of travel.t 
On the other hand, the minority 
rule, sometimes called the Massachu- 
setts rule, holds that gross negligence 
must be shown in order to hold the 
owner or operator of an automobile 
for an injury to an invited guest.” 
In several of the States the legisla- 
tures have passed statutes limiting 
such liability, and in others entirely 
extinguishing any liability on the part 
of the owner or driver and it is the 
purpose of this article to examine 


* See notes in 20 A. L. R. 1014; 26 A. L. R. 
1425; 40 A. L. R. 1888; 47 A. L. R. 327; 51 
A. L. R. 581; 61 A. L. R. 1252 and 65 A. L. R. 
952, and cases there cited. See Vol. 1 Blash- 
field Cyc. Auto Law pg. 955 and cases cited; 
Vol. 5-6 Huddy Cyc. of Auto Law (9th ed.) 
Pg. 217 & 223. 

2 See notes and cases cited under (1) supra. 


‘lower court 


By HON. SUMNER KENNER 
Judge of Circuit Court, Huntington, Indiana 
Reprinted from the American Bar Association 
Journal 
briefly these statutes, and the holdings 

of the several courts thereunder. 
QO 

N 1927 a statute was passed in 

Oregon providing that any person 
who as a guest in any automobile sus- 
tains an injury shall have no right 
of recovery against the owner or 
driver. It was provided that an ac- 
ceptance of a free ride as a guest shall 
be presumed to be a waiver of said 
guest of liability for accidental injury 
caused by the owner or driver of the 
car. In April, 1927, one Virginia M. 
Stewart was injured. while riding as 
a guest and brought suit, and the 
dismissed her case in 
view of the above statute. In revers- 
ing the case, the Supreme Court,* 
after calling attention to the provision 
of the Oregon constitution providing 
that every man shall have remedy by 


3 Stewart v. Houk, 127 Or. 589, 271 Pac. 998, 
272 Pac. 893, 61 A. L. R. 1236, 


due course of law for injury done him 
in his person said: “It is clear that 
the purpose of the act before us was 
to deprive a guest of redress in dam- 
ages for an injury negligently inflicted 
upon him by his host if he was being 
transported without charge. The 
mere fact that the two did not intend 
that their legal rights should be such 
could not alter the situation ; likewise 
the act fixes the above as their legal 
rights, regardless of the capacity of 
the parties to contract for themselves. 
Thus, for instance, a minor below the 
age of discretion is deprived of re- 
dress for an injury inflicted upon 
him through the negligence of the 
host ; then also the host is freed from 
liability, even though his negligent 
act may have been induced by the ex- 
cessive use of an intoxicant or other 
similar factor. 

“The purpose of the act is thus 
clear ; likewise, the constitutional pro- 
vision needs no further elucidation. 
And, from the clearly expressed pur- 
pose of the latter, it must follow that, 
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if prior to the enactment of the Con- 
stitution a host, who transported 
without charge a guest, owed to the 
latter a duty to exercise care, and if 
the law recognized that a breach of 
that duty, with a resultant injury, 
afforded the guest a cause of action, 
this jural right the constitution pre- 
served against legislative abolition ... 
the legislature then sought to with- 
hold jural significance from a breach 
of duty which previously was re- 
garded as a cause of action. But the 
purpose of the constitutional provi- 
sion was to safeguard those ancient 
rights and preserve as enforceable 
causes of action any breach of them 
which resulted in injury to another. 
The two purposes being in conflict, 
the constitution must prevail . .. The 
proponents of this act doubtlessly 
felt it was unjust that one who gra- 
tuitously conveys another in his auto- 
mobile should be subjected to a claim 
for damages if an injury should befall 
the latter. But if the buttress erected 
by this constitutional provision for 
the safe-guarding of long-established 
rights can be pierced by this piece of 
legislation, an entry will be effected 
through which may come other legis- 
lation in substitution for the safe- 
guarded common-law rights.”* 


<_ 


<> 


N a Michigan statute the owner 
or operator was relieved from li- 
ability unless such accident shall have 
been caused by the gross negligence 
* After the decision of Stewart v. Houk, (3) 
supra, the Legislature of Oregon passed 
another guest statute exonerating the driver 
except the accident was intentional or caused 
by his gross negligence or intoxication or his 
reckless disregard for the right of others. 
This statute was before the court in Storla 
vs. Spokane, etc., Transp. Co. (Ore.) 297 Pac. 
867 and Smith v. Laflar (Ore.) 2 Pac. (2nd) 


18, but its constitutionality was not there ques- 
tioned. 
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or wilful and wanton misconduct of 
the owner or driver, and unless such 
gross negligence or wilful and wanton 
misconduct contributed to the injury, 
death or loss for which the action is 
brought. 


In holding the act constitutional, 
the Supreme Court® said: “It would 
be threshing old straw to discuss the 
accepted fact that the motor-car has 
presented social, financial, and gov- 
ernmental problems which justify the 
legislature in reasonably classifying 
it apart from other vehicles in the 
enactment of laws. Generally, 
gratuitous passengers are relatives or 
friends. Exceptionally, they are mere 
acquaintances, invited chance pedes- 
trians, or those who deliberately soli- 
cit rides. Since the rule of liability 
was announced, there has been con- 
siderable litigation between guests and 
hosts, some between husband and 
wife or other close relatives has found 
its way to this court, (citing cases). 
In many, probably most, of the cases 
between relatives or friends the real 
defendant is an insurance company. 
Ordinary negligence is not hard to 
prove, if guest and host co-operate to 
that end. It is conceivable that such 
actions are not always unattended by 
collusion, perjury and consequent 
fraud upon the court. While we may 
accept the contention that paid insur- 
ers are not objects of special consid- 
eration by the Legislature, it is inad- 
missable for the court to consider a 
law from the viewpoint that they are 
not entitled to a proper trial and hon- 
est determination of liability in a law 
suit. Nor are insurance companies 


5 Naudzius v. 


Lahr, 253 Mich. 216, 234, N. 
W. 581, 74 A 


R. 1189. 


.! TALS 


alone interested in the question. The 
results of verdicts are mirrored in 
insurance rates, and the law provides 
a possible reason in the juries of the 
motor owning public, most of whom 
carry liability insurance. It is not in- 
conceivable that some passengers who 
solicit rides may manufacture claims 
for liability. Groups of young folks, 
engaged upon a joint enterprise of 
social enjoyment in a borrowed car, 
have been known to combine to 
charge the owner for an accident. 
The law also has social features. It 
is well known that drivers hesitate to 
take neighbors for a ride or to assist 
on his way a weary traveler because 
of potential liability for injuries. 
Few, if indeed any, of these features 
seem to have manifested themselves 
in the use of other vehicles than 
motor cars. Perhaps the Legislature 
also had other reasons for the law. 
In view of the abundance of personal 
injury litigation from the operation 
of motor cars and the conditions 
readily conceivable as pertinent to the 
relation of guest passengers in them, 
which litigation and conditions seem 
to be substantially absent from the 
use of other vehicles, it cannot be said 
that the classification at bar was ar- 
bitrary and without reasonable basis. 


“Whether the feared evils of the 
act will produce carelessness in driv- 
ing and overshadow the evils sought 
to be remedied by it goes to the wis- 
dom, not the validity of the law, and 
is for the Legislature, not this court 
to consider. The Legislature has the 
right to experiment to attain a desired 
result.” 








Only Gross Negligence on the Part of the Host Driver Will Support a Legal Action in Some States 





Connecticut statute relieved the 

owner or driver from liability to 
a guest unless such accident shall 
have been intentional on the part of 
said owner or operator or caused by 
his heedlessness or his reckless disre- 
gard of the rights of others. 


The constitutionality of this act 
was upheld by the highest court of 
that state, by a divided court® and on 
appeal to the United States Supreme 
Court its validity was unanimously 
upheld.* In announcing the opinion 
of that court, Mr. Justice Stone said: 
“As the record does not disclose the 
consitutional grounds on which the 
appellant challenged the validity of 
the statute, our review will be lim- 
ited to the single question arising 
under the Federal Constitution which 
was considered in the opinion of the 
court below. . . We need not, there- 
fore, elaborate the rule that the Con- 
stitution does not forbid the creation 
of new rights, or the abolition of old 
ones recognized by the common law, 
to attain a permissible object. 
The use of the automobile as an in- 
strument of transportation is pecu- 
liarly the subject of regulation. We 
cannot assume that there are no evils 
to be corrected or permissible social 
objects to be gained by the present 
statute. We are not unaware of the 
increasing frequency of litigation in 
which passengers carried gratuitously 
in automobiles, often casual guests 
or licensees, have sought the recovery 
of large sums for injuries alleged to 
have been due to negligent operation. 
In some jurisdictions it has been judi- 
cially determined that a lower stand- 
ard of care should be exacted where 
the carriage in any type of vehicle is 
gratuitous... Whether there has been 
a serious increase in the evils of vex- 
atious litigation in this class of cases, 
where the carriage is by automobile, 
is for legislative determination, and, 
if found, may well be the basis of 
legislative action further restricting 
the liability. Its wisdom is not the 
concern of courts. It is said that the 
vice in the statute is not that it dis- 
tinguishes between passengers who 
pay and those who do not, but be- 
tween gratuitous passengers in auto- 
mobiles and those in other classes of 
vehicles. But it is not so evident that 
no grounds exist for the distinctioin 
that we can Say a priori that the class- 
ification is one forbidden, as without 
basis and arbitrary. . . Granted that 
the liability to be imposed upon those 
who operate any kind of vehicle for 
the benefit of a mere guest or licensee 


* Silver v. Silver, 143 
240, 65 A. L. R. 943 

* Silver _v. Silver, 280 U. S. 117, 74 L. ed. 67, 
50 Sup. Ct. Rep. 57. 


108 Conn. 871, 


Atl. 
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is an appropriate subject of legisla- 
tive restriction, there is no constitu- 
tional requirement that a regulation, 
in other respects permissible, must 
reach every class to which it might 
be applied—that the Legislature must 
be held regidly to the choice of regu- 
lating all or none. . . In this day of 
almost universal highway transporta- 
tion by motor car, we cannot say that 
abuses originating in the multiplicity 
of suits growing out of the gratui- 
tous carriage of passengers in auto- 
mobiles do not present so conspicu- 
ous an example of what the Legis- 
lature may regard as an evil, as to 
justify legislation aimed at it, even 
though some abuses may not be hit. 
... It is enough that the present stat- 
ute strikes at the evil where it is felt 
and reaches the class of cases where 
it most frequently occurs.” 


Sor 


¢ Alabama an act providing that 
the contributory negligence of the 
driver of a motor vehicle should be 
imputed to every guest was declared 
unconstitutional. In so holding, the 
higher court® said: “It may be that 
the motor vehicle, because of its 
mechanism and capacity for speed, 
as well as its rather recent appearance 
and general use, is considered more 
dangerous than other vehicles in 
common use. .. We do not mean to 
hold that the legislature cannot en- 
join upon motor vehicle operatives 
certain duties and restrictions not 
placed upon other vehicles of an in- 
herently different nature and charac- 
ter, for the protection of the public. 
But the right to do this does not 
authorize the penalizing of people who 
ride in same, by depriving them of a 
legal right enjoyed by persons riding 
in any other kind of vehicle, and such 
a discrimination cannot be justified 
upon the basis of a reasonable class- 
ification. Section 34 not only discrim- 
inates against persons riding in motor 
vehicles in favor of those riding in 
all other vehicles under similar con- 
ditions, . . the section denies an equal 
protection of the law to all persons 
similarly situated, and is an unwar- 
ranted discrimination.” 

In a recent California case® the 
court thus states the reason back of 
the enactment of limiting liability 
guest statutes ; “The reason, however, 
is most apparent. Irom childhood 
we were taught never to criticize a 
host who accidentally did us an in- 
jury. Since the advent of automo- 


*® Birmingham-Tuscaloosa Ry. Etc., Co. v. 
Carpenter, 194 Ala. 141, 69 So. 626. 

* Loranger v. Nadean (Cal. App.) 1 Pac. 
(2nd) 1049. See also Callet v. Alioto, 210 Cal. 
65, 290 Pac. 438; Kastel v. Stieber (Cal. App.) 
297 Pac. 932, 
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biles, which are comfortable to ride 
in and which are generally covered 
vehicles, it is not an insignificant 
courtesy when the operator offers a 
gratuitous ride to one who is walking 
in the hot sun or facing a storm. If, 
while so riding, an accident occurs, 
it is the greatest of ingratitude if the 
passenger harshly criticizes his host 
either outside or within the courts. It 
is a matter of common knowledge 
that nearly every operator carries in- 
surance. It has been claimed in the 
courts that in certain instances the 
operator of the automobile and the 
passenger riding with him have en- 
tered into collusive agreements for 
the purpose of compelling the insur- 
ance company to pay the damages. 
Such acts were either grievous fraud 
or tantamount thereto. It is thus per- 
fectly clear that when the Legislature 
adopted the amendment to the stat- 
ute, it did so for the purpose of pre- 
venting certain immoral or fraudulent 
practices.” 
OSD 


ROM the above review of author- 
ities, it would seem to be well 
settled that the guest statutes holding 
the driver or owner only in case of 
“gross negligence” or “wilfulness” or 
“recklessness” or when the injury is 
“intentional” or caused by the driver’s 
“reckless disregard of the rights of 
others” are constitutional. 


As we pursue the study further, it 
is interesting to note the definitions 
given by the several courts to the 
above terms, and the application made 
thereof to the facts in the several 
cases. 


In a California case’® the court in 
discussing the term “gross negli- 
gence” said: “In many jurisdictions 
the division of negligence into degrees 
is not countenanced (20 R. C. L. 21): 
the concept being that such phrases as 
‘gross negligence’ and ‘slight negli- 
gence’ are misnomers. In this state 
the degrees of negligence have been 
frequently recognized. The term 
‘gross negligence’ has been defined as 
‘the want of slight diligence’, as ‘an 
entire failure to exercise care, or the 
exercise of so slight a degree of care 
as to justify the belief that there was 
an indifference to the things and wel- 
fare of others’, and as ‘that want of 
care which would raise a presump- 
tion of the conscious indifference to 
consequences’.” 


In an Oregon case" the court said: 
“A very large number of definitions 
of the term ‘gross negligence’ may be 


1% Krause v. Rarity (Sup. Calif.) 293 Pac. 62, 
66; Malone v. Clemow (Cal. App.) 295 Pac. 70. 

1 Storla v. Spokane, etc., Trans. Co., (Or.) 
297 Pac. 367. 
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readily gathered. A reading of them 
discloses that the courts are not 
agreed upon the meaning which 
should be assigned to this term. The 
word ‘negligence’ possesses a definite 
meaning because it is based upon the 
conduct of a specific individual: that 
is, the reasonably prudent person. 
But no definition of the term ‘gross 
negligence’ which has come to our 
attention assumed that the meaning 
of that term was based upon the con- 
duct of some person whom the com- 
mon law had selected as a standard, 
unless it be possibly the conduct of 
a careless, thoughtless, or inattentive 
person. Such being true, it is difficult 
for ‘gross negligence’ to achieve the 
definiteness of meaning that ‘negli- 
gence’ possesses. Its import, in indi- 
vidual instances, will possibly be 
affected somewhat by the manifest 
purposes of the legislative act. Clearly 
the object of the present act is to re- 
lieve the host from liability for ordi- 
nary negligence. It evidently intends 
that the law applicable to the automo- 
bile host should make a distinction 
between the care owed toa gratuitous 
guest and a paying passenger some- 
what comparable to distinctions made 
by other branches of the law which 
discriminate against those who receive 
services free of charge; for instance, 
the law of bailments.”?” 


In a very recent lowa case’ the 
court said: “In an action by a guest 
as in the instant case, the guest must 
allege and prove the ‘reckless opera- 
tion’ of the motor vehicle or the in- 
toxication of the driver, and, in order 
that the conduct of the driver be 
classified as reckless within the mean- 
ing of the statute, it must be such as 
to manifest a heedless disregard or in- 
difference to the rights of others, and 
it means more than negligence.” 


ig eae 


N an earlier Lowa case’ the court 
said: “Recklessness may include 
‘wilfulness’ or ‘wantonness’, but if 
the conduct is more than negligent, it 
may be ‘reckless’ without being ‘wil- 
ful’ or ‘wanton’, but to be reckless in 
contemplation of the statute under 
consideration, one must be more than 
negligent. Recklessness implies ‘no 
care, coupled with disregard for con- 
sequences’.”’ 
In a recent Indiana case the ap- 
pellate court construes the guest stat- 
ute passed by their legislature in 


12 Citing as authority 4 A. L. R. 
of Automobile Law pg. 959. 

43 Wilde v. Griffel, et al, (lowa) 243 N. W. 
159. 

4* Siesseger v. Puth (lowa) 239 N. W. 46, 54. 
See definition of Reckless Driving under New 
York less Driving Statute, People v. 
Grogan (N. Y.) 183 N. E. 273. 


1209 & Cyc. 
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1929. It is provided in said act that 
the owner or operator of the car is 
relieved from liability to a guest ex- 
cept when the accident shall have 
been “intentional on the part of such 
owner or operator” or “caused by his 
reckless disregard of the rights of 
others.” 


In reversing the judgment authoriz- 
ing a recovery, the court points out 
that it was the evident purpose of the 
legislature to make some change in 
the existing law, which prior to the 
statute authorized a recovery by a 
guest who was injured by the negli- 
gence of the owner or operator. The 
court further says that in that state, 
negligence is not classified, there be- 
ing no degrees of negligence therein. 
In passing on the meaning of the 
terms “reckless disregard of the 
rights of others,” the court quotes 
from Connecticut and lowa cases 
where similar statutes are construed 
and holds that recklessness is more 
than negligence and that conduct in- 
dicating a reckless disregard of the 
rights of others is quite distinct in its 
characteristics from merely negligent 
conduct, but constituted wanton con- 
duct. It was further held that as 
recklessness is more than negligence, 
it follows that contributory negli- 
gence is not an element to be con- 
sidered or dealt with, in cases brought 
under the guest act. 


So 


ye the following cases, the rules and 
definitions stated above were ap- 
plied to the evidence with the fol- 
lowing conclusions: 


No reckless operation under the 
Iowa statute was held shown where 
a car ran into a storm, the rising 
water killed the engine, and the oc- 
cupants got out of the car and some 
of them were carried by the force of 
the water into a wire fence, in a 
Minnesota case’® where a directed 
verdict for defendant was upheld. 


The falling asleep of the driver 
causing the accident would not justify 
a recovery under the statutes.** 


A finding of wilful negligence was 
held justified upon evidence that, al- 
though warned as to a dangerous 


%* Coconower v. Stoddard (Ind. App.) 182 
N. E. 466. Citing and relying upon Silver v. 
Silver, 108 Conn. 871, 143 Atl. 240: Grant v. 
MacLelland, 109 Conn. 517, 147 Atl. 136; Ascher 
v. H. E. Friedman, Inc., 110 Conn. 1, 147 Atl. 
263, 264; Siesseger v. Puth (lowa) 239 N. W. 
46, 54; Kaplan v. Kaplan (lowa) 239 N. W. 
682, 684; see late case of Sandinsky v. Coughlin 
(Conn.) 159 Atl. 492, 

%* Marquart v. Meyer, 181 Minn. 504, 233 N. 
W. 309. 

** DeShetler v. Kordt (Ohio Court of Appeal) 
183 N. E. 85; Coconower v. Stoddard (Ind. 
App.) 182 N. E. 466; Kaplan v. Kaplan (Iowa) 
239 N. W. 682. But see Contra Potz v. Williams 
(Conn.) 155 Atl. 211. 


curve by a sign calling attention 
thereto, and also requested to slow 
up, the driver persisted in keeping 
up his speed, with the result that the 
car landed in a ditch, broke off a tele- 
phone pole, and did not stop until it 
went 150 feet beyond the pole in a 
Vermont’® case. 


A finding of “reckless operation” 
of the car within the lowa statute 
was held warranted where the driver 
failed to notice warning signs at a 
railroad crossing and tried to spurt 
across the track when he saw a train 
almost upon him.?* 


In Michigan it was held that the 
owner’s act in intrusting the car’s 
operation, while he was in it, to his 
seventeen-year-old son, who was al- 
leged to be inexperienced, unskilful 
and incompetent, was not of itself 
gross negligence; and further that 
even if gross negligence could be pre- 
dicated upon so intrusting the car to 
his son, such gross negligence was 
not charged to be the proximate 
cause of the guest’s injury, which 
was said to be caused by the boy’s 
ordinary negligence in losing control 
of the car.*° 


In a recent Iowa case** it was held 
to be recklessness under the guest 
statute where one driving at night on 
slippery pavements was arguing an- 
grily with one of the occupants and 
paid no attention to requests to drive 
slower, and skidded and overturned 
while rounding a curve at a speed of 
fifty-five miles per hour. 


But the question of gross negli- 
gence being for the jury, its finding 
of no gross negligence, upon conflict- 
ing evidence as to the speed of a car 
which passed a bus going in the same 
direction, there being testimony that 
the driver of the bus increased its 
speed while the other car was trying 
to pass, was sustained in an Oregon 
case.”* 


A finding that the driver’s conduct 
was not such as to indicate a reckless 
disregard of the rights of others was 


(Continued on Page 28) 


18 Sorrell v. White (Vt.) 153 Atl. 359. 


% Brandsoy v. Bromeland, 177 Minn. 298, 
225 N. W. 162. 

20 Naudzius v. Lahr, 253 Mich. 216, 234 N. 
W. 581, 74 A. L. R. 1189; see the following more 
recent Michigan cases under the guest statute: 
Boyle v. Moreley (Mich.) 241 N. W. 849; Fink- 
ler v. Zimmer, (Mich.) 241 N. W. 851, where 
the court said. “Gross negligence, subsequent 
negligence, antecedent negligence, discovered 
negligence, discovered peril, last clear chance, 
intervening negligence, supervening negligence. 
humanitarian rule are the same thing”; Bobich 
v. Rogers (Mich.) 241 N. W. 854. 


ae v. Meyers (Iowa) 241 N. W. 
42. 


™ Storla v. Spokane, etc., Transp. Co. (Or.) 
297 Pac. 367, 298 Pac. 1065. 
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Corporate Suretyship Guarantees the Honesty of Countless Bank Officers and Employees. 


The Future of Corporate Suretyship 


The Distinctions Between Other Forms of Insurance and Suretyship 
uith Emphasis on the Rating Problems Which Arise from Them 


Future of Corporate Suretyship”. 

Truly a momentous question. 
Suretyship itself is one of the earliest 
and oldest of human relations. The 
Holy Scriptures contain frequent ref- 
erences to it. As early as the book of 
Genesis we learn that “Judah became 
surety to his father for his brother 
Benjamin”. It was an ancient cus- 
tom in suretyship for the surety to 
give his hand to, or strike hands with 
the creditor, thereby obliging himself 
to the payment of the debt in case of 
the insolvency of the principal debtor. 


Thus in the book of Job, 17:3 we 
read “Lay down now, put me in a 
surety with thee; who is he that will 
strike hands with me?’ Wise men 
learned the danger of suretyship at 
the very dawn of human understand- 
ing and were prolific in their warn- 
ings against it. In Proverbs we read 
“He that is surety for a stranger shall 
smart for it; and he that hath surety- 
ship is assured.” Again, “A man void 
of understanding striketh hands, and 
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becometh surety in the presence of 
his friend.” ‘““Take his garment that 
is surety for a stranger.” “Be not 
thou one of them that strike hands, 
or of them that are sureties for 
debts.” Chapter 29 of the wisdom of 
Sirach (Ecclesiasticus) devotes sev- 
eral verses to a short discourse on 
the danger of suretyship, ending with 
the following which is as true today 
as it was when written thousands of 
years ago— 

“Suretyship hath undone many that were 
prospering, 

And tosseth them about as a wave of 
the sea; 

Men of wealth hath it driven from their 
homes, 


And they had to wander among strange 
nations.” 


To all ancient civilizations, surety- 
ship was equally well known and fre- 
quent references to it may be found 
in secular literature as well as those 
that I have quoted from the Scrip- 


tures. Theophilus Parsons in his 
treatise on Maritime Law, declares 
that the law of General Average is 
three thousand years old, having been 
law in the Island of Rhodes. But 
suretyship is an older law than this. 
As soon as civilization advanced to 
the stage where men established 
Courts of Justice, made contracts, or 
entered into any promise as to the 
future, sureties were demanded to 
guarantee appearance before the 
court, payment of judgments, per- 
formance of contracts and the keep- 
ing of promises. Beginning at the 
dawn of civilization, suretyship has 
continued as an ever-growing and ex- 
panding necessity in all the civiliza- 
tions of Europe and America, from 
the book of Genesis which describes 
the Creation of the world down to 
the present day. 
QS 

UT the subject of my Address is 

“The Future of corporate sur- 
etyship” and it is a curious fact that 
while suretyship itself has a record 
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of antiquity which makes all modern 
lines of insurance mere infants in 
comparison, yet corporate suretyship 
is newer than most lines of insurance. 
Corporate underwriting of marine, 
fire, life and accident insurance is 
much older than corporate under- 
writing of surety bonds. Corporate 
suretyship is more modern than the 
railroad or the telephone, almost as 
new as automobiles, moving pictures, 
aeroplanes and radio. It is an enter- 
prise of our own generation, for | 
myself have seen its beginnings and 
have lived to note its present growth. 
| have but partly described the 
need for suretyship that arose with 
the dawn of civilization. But as civil- 
ization grew and developed, as society 
became more complex, as capital in- 
creased and more money circulated 
so that more depended upon the per- 
formance of contracts and the keep- 
ing of promises, so much greater did 
the need for suretyship become. And 
it was out of this greater need for 
suretyship that there sprang the idea 
and the development of corporate 
suretyship. Personal suretyship was a 
privileged act. Among the poor or 
even those of moderate means it was 
usually impossible either to obtain 
suretyship or to give it. l‘or the poor 
were unable to qualify as sureties 
since they had no property ; and were 
usually unable to obtain suretyship 
since they had no rich friends who 
could qualify. Hence, companies were 
formed for the express purpose of 
becoming surety upon bonds; and 
Legislatures began to pass Acts legal- 
izing such corporate suretyship and 
declaring the terms on which it should 
be permitted. It was intended that 
the public should find in surety com- 
panies an additional facility for giv- 
ing surety bonds when such were re- 
quired by law. 
OSS 
T is often asserted, quite erron- 
eously, that the difference be- 
tween personal suretyship and corpo- 
rate suretyship is the difference 
between an uncompensated surety and 
a compensated surety. This is not so, 
Personal sureties received compensa- 
tion often greater than corporate 
sureties now charge for their surety- 
ship. When a public treasurer re- 
quired personal sureties to qualify on 
his official bond, he obtained them by 
arranging with bankers to become his 
surety in return for the deposit of 
public funds in their bank. They 
were compensated by the value to 
them of the public deposits. When an 
administrator or trustee had to qual- 
ify as fiduciary, he made the same ar- 
rangement, agreeing to deposit his 
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trust funds with the bankers who be- 
came surety upon his bond. Railroads 
who had to give appeal bonds ob- 
tained them from the bankers with 
whom the railroad carried its deposit 
account. Importers who had to give 
custom house bonds bought them 
from the custom house broker. One 
of his customary emoluments was 
the charge which he made for bond- 
ing the importation, Contractors on 
public buildings who furnished per- 
sonal suretyship on the bonds guaran- 
teeing their contracts obtained their 
sureties from the materialmen from 
whom they purchased material—and 
something was usually added to the 
price of the material as compensation 
for furnishing the contractor’s bond. 
Ship owners who had to give bond 
to release a libeled vessel, paid never 
less than 1% and often more to banx- 
ers for furnishing the guarantee re- 
quired by law. And in many in- 
stances, cash payments made by those 
who required personal suretyship 
were far greater than the compensa- 
tion now paid to surety companies. 
In 1896 when the American Surety 
Company began to furnish bonds for 
William Cramp & Sons of Philadel- 
phia, who built many war vessels for 
the American Navy, | had an oppor- 
tunity to examine the terms on which 
Cramp & Sons had formerly obtained 
their shipbuilding bonds from Drexel 
& Company, Philadelphia bankers. I 
can remember the terms exactly. 
Cramp & Sons secured Drexel & 
Company by a first mortgage on the 
entire shipbuilding plant. They gave 
Drexel & Company an assignment 
of their contract with the U. S. gov- 
ernment and a power of attorney to 
collect all sums due from the govern- 
ment on the contract; and on top of 
this they paid Drexel & Company 
5% on the amount of the bond for 
qualifying as surety upon it. Yet in 
twenty years a new doctrine has 
sprung up in the American courts, 
based wholly on this false notion that 
corporate suretyship alone is compen- 
sated suretyship and that personal 
surteyship was not. There is before 
me a recent decision of the Supreme 
Court of Pennsylvania, quoting with 
approval the following from 32 Cyc. 
p. 306: “The doctrine that a surety 
is a favorite of the law, and that a 
claim against him is strictissimi juris, 
does not apply where the bond or 
undertaking is executed upon a con- 
sideration by a corporation organized 
to make such bonds or undertaking 
for profit. While such corporations 
may call themselves ‘surety compan- 
ies’ their business is in all essential 
particulars that of insurance. Their 


contracts are usually in the terms pre- 
scribed by themselves, and should be 
construed most strictly in favor of 
the obligee”’. 
OOD 

QUALLY erroneous is the asser- 

tion made above that the bonds 
signed by surety companies “are 
usually in the terms prescribed by 
themselves.” This in fact is hardly 
ever the case. Practically all corpo- 
rate suretyship (the exceptions are 
negligible) is written on terms pre- 
scribed by the obligee—either by stat- 
ute or regulation in the case of all 
bonds required for public officers, 
for public contracts, for the protec- 
tion of public deposits, for the pro- 
tection of the public revenue or in the 
courts for the protection of litigants, 
creditors, widows and orphans and 
cestuis que trustent. A simple and 
common obligation of which thous- 
ands are written every year by surety 
companies, is a bond simply condi- 
tioned that the principal will perform 
his contract. But the text of the con- 
tract and consequently the terms of 
the surety company’s liability, is al- 
ways drawn by the parties themselves 
and never by the surety company. 
There can be no greater error than 
the assertion that surety companies 
themselves are allowed to fix the 
terms or the duration of the obliga- 
tions which they assume. 


An excellent illustration of the 
reason for creating surety companies 
to furnish bonds for hire is found in 
their usefulness to traveling circuses. 
When a circus starts on the road in 
the spring, it must be billed to appear 
in town after town at certain dates 
and it must maintain its schedule 
strictly. Now this exposes it in every 
town where it shows, to the possibil- 
ity of strike suits. A minor accident 
or a dispute over a trifling indebted- 
ness or in twenty other ways are the 
foundations for a suit and the plain- 
tiff immediately takes out an attach- 
ment on some vital part of the cir- 
cus’s movable equipment. Uniess the 
circus can furnish bond at once, it is 
unable to move to the next town 
where it is billed to show the next 
day. Hence, before corporate surety- 
ship, the circus’s advance agent used 
to retain in each town where it was 
billed, a firm of lawyers and arrange 
through them for personal surety- 
ship in case of attachment. Now a 
traveling circus goes to the head office 
of a surety company, gives the surety 
company its itinerary with the dates 
of its appearance at each town, and 
the surety company instructs its 
agents at each place to furnish any 
bond required by the circus to dis- 











charge attachment, or other legal 
process. The circus is enabled to 
move on and to keep its schedule. 
But the surety company’s agents that 
perform this service for a traveling 
circus, are daily performing the same 
service for the residents of their city. 
Whenever one of them requires a 
bond in the courts, or desires to qual- 
ify for public office, or to give a 
license bond required by City Ordin- 
ance, he resorts to the same surety 
agents for his bond. All this of course 
is not “insurance” at all, and has no 
likeness to any branch of insurance. 
It is suretyship, which is quite a dif- 
ferent thing. Companies that write 
contracts of insurance, undertake the 
comparatively simple problem of dis- 
tributing their losses through their 
premium revenue. But when com- 
panies engage in the proverbially dan- 
gerous business of becoming surety 
for strangers, they can never know 
what their losses will be and they can 
never be assured that losses can be 
distributed through premium rev- 
enue. Their so-called “premium” is 
in fact compensation for their ser- 
vice in becoming surety for a stran- 
ger. They have to take every care 
that the strangers for whom they be- 
come surety (i.e., the applicants for 
their bonds) are solvent and respon- 
sible, else in the words of Proverbs, 
the surety companies will “smart for 
it”. Their premium is only an emol- 
lient for this smart. It was never in 
the minds of legislatures who first 
legalized corporate suretyship, that 
premium should be. measured by 
losses. Invariably they fixed premium 
at a sum which they considered rea- 
sonable compensation for the service 
of furnishing suretyship. In New 
York State this was 1%. The New 
York Code of Civil Practice author- 
izes a premium of 1% on the bonds 
of fiduciaries and the public officers 
law authorizes a premium of 1% on 
the bonds of public officers. Both 
these premiums were fixed by the 
legislature years before there were 
any statistical figures whatsoever to 
allow even a guess as to what the 
losses would really be. The Statute 
legalizing surety companies author- 
ized them to guarantee the perform- 
ance of “contracts other than insur- 
ance policies.” In the mutations of 
time since corporate suretyship was 
first legalized, the surety companies 
now find themselves in a strange posi- 
tion. Suretyship as T have pointed 
out, is of remote antiquity, being 
known to mankind thousands of years 
before the first insurance policy was 
ever written ; but corporate suretyship 
is a thing of yesterday with no back- 
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Building Projects Proceed Smoothly Under the Protection of a Contract Bond 


ground and with little understanding 
on the part of lawmakers as to its 
methods, its principals or its use- 
fulness. It is a foundling, adopt- 
ed by a paternal government, and 
regarded as a_ stepchild in the 
family. Not knowing what else to 
do with it, the courts and the legisla- 
tures have classified surety compan- 
ies with insurance companies and 
look upon them with the same suspi- 
cion and hostility as they look upon 
fire insurance and workmen’s com- 
pensation insurance. Government de- 
partments of labor seek to shorten 
the hours and increase the wages of 
laborers. Departments of agriculture 
are deeply concerned with increasing 
the welfare and profits of farmers. 
But some departments of insurance 
on the contrary, consider it their 
duty to restrict the premium rates 
and reduce the emoluments of fire 
insurance, workmen’s compensation 
insurance and surety companies. Be- 
sides departmental regulations and 
statutory limitation of surety com- 
panies’ charges, surety companies are 
also faced by the continued competi- 
tion of personal suretyship and of 
other means of posting security and 
with the unregulated foreign compe- 
tition of London Lloyds. As step- 
children of government, surety com- 
panies are not allowed to share the 
benefits of the American system of 


protection. London Lloyds it is true, 
is unlicensed and unadmitted, but the 
fact that it is an untaxed and unregu- 
lated outlaw, gives it only so much 
more advantage over the taxed and 
regulated domestic surety companies. 
It might well exclaim, like Catiline, 
“Banished from Rome! What’s ban- 
ished, but set free!’ And so all over 
the United States this foreign outlaw, 
bound by no regulations of any in- 
surance department, untaxed and un- 
shackled, carries on a continuous 
fierce competition with the American 
companies, quoting rates as it will, 
without regard to anti-discriminatory 
laws or to any statutory or depart- 
mental regulation by which domestic 
companies are bound. 
<a << > 
BRAHAM Lincoln once said, 
“If you call a dog’s tail a leg, 
the dog still has only four legs; for 
calling his tail a leg does not make it 
one”. Similarly, calling a surety com- 
pany an insurance company does not 
make it one, although it does subject 
it to the restrictions and regulations 
imposed on insurance companies. But 
it is still true that the problems of in- 
surance companies and of surety com- 
panies are not alike, and that the 
methods employed for fixing pre- 
mium rates for insurance companies 
are not adapted to ascertaining cor- 
rect premium rates for surety com- 
panies. The exact computation of 
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premium rates as an actuarial science 
began with life insurance. It was the 
peculiarity of life insurance that every 
policy if continued to maturity, would 
result in a “loss”, i. e., a payment by 
the insurer to the insured. To distrib- 
ute this loss, actuaries computed from 
a table of mortality the probable dur- 
ation of a group of lives and from 
a table of interest, the probable gain 
from the investment of premium 
revenue. And using both these tables 
they computed the amount of premi- 
um which (after allowing for com- 
missions and expenses) would place 
in the company’s treasury a sum suf- 
ficient to pay each policy at its ma- 
turity. Early mortality tables showed 
an expected mortality much greater 
than actually proved to be the case, 
owing to the progress of medicine 
and the lengthening of the expecta- 
tion of life, and this allowed life in- 
surance companies to do better than 
the computations their actuaries 
showed they were to do, and there- 
fore to give the assured after a cer- 
tain number of years a dividend 
which might reduce his annual premi- 
ums. Now this method of comput- 
ing premiums for life insurance com- 
panies was highly successful because 
the expected mortality of the lives 
that they insured was not only stable, 
but was annually improving. There- 
fore they could look to the experi- 
ence of the past and safely compute 
from it the expected mortality of the 
future. They discerned the experi- 
ence of the future by looking at the 
experience of the past. 


KN AN <S 
ae 2 > 


IRE insurance and workmen’s 

compensation insurance have 
been required to adopt the same prin- 
ciple of expecting a stable experience 
and therefore of computing their fu- 
ture premiums on the record of their 
past loss ratios. On fire insurance 
underwriting this has not worked 
badly. On the large areas of ex- 
posure from which their premium 
revenue is derived, the burning ratio 
is fairly stable and it is only at inter- 
vals of many vears that a conflagra- 
tion suddenly upsets their calcula- 
lations and engulfs them in enormous 
loss. Even then such conflagrations 
are confined to a single city as at Chi- 
cago, Boston, Baltimore, or San 
Francisco. Special measures are 
then taken to pay the losses due to 
such conflagrations and to recoup 
them from all the remainder of the 
vast area where fire insurance is 
written so that the property that did 
not burn eventually pays in insur- 
ance premiums the losses occasioned 
by the property that did burn. 
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In workmen’s compensation insur- 
ance, this method of judging the fu- 
ture by the past has signally failed. 
State by state, each classification of 
workmen’s compensation has been 
subject to the most minute actuarial 
analysis. Each item of “pure loss 
cost” and of expenses, taxes and 
overhead, has been carried out to two 
decimal places. Yet the attempt to 
attain by this method a premium 
revenue in 1930, 1931 and 1932 
which would adequately distribute 
the losses on workmen’s compensa- 
tion in those years, by using the fig- 
ures accumulated in 1927, 1928 and 
1929, has resulted disastrously. Un- 
derwriting loss on workmen’s com- 
pensation in 1930 was over seventeen 
million dollars; in 1931 it was over 
twenty-four million dollars, and in 
1932 it is still larger, although all the 
figures are available to explain the 
necessity of increased premium and 
to demonstrate with actuarial exact- 
ness the inadequacy of rates contin- 
ued from the experience of 1928 and 
1929. 

I cite the experience of workmen’s 
compensation insurance, not because 
it is a part of the theme of this ad- 
dress, but because so many com- 
panies now write both workmen’s 
compensation insurance and corporate 
suretyship, and their experience on 
the first should be timely warning to 
them not to adopt similar rating 
methods for their surety lines. In 
contrast to the relative stability of 
life insurance and of fire insurance, 
workmen’s compensation insurance 
shows, it is true, a very sharp di- 
vergence in the experience of the fu- 
ture from the experience of the past, 
so that we may be sure that this 
method of computing future rates on 
past experience which has worked 
for life insurance and for fire insur- 
ance, does not work for workmen’s 
compensation insurance. Sut if 
workmen’s compensation insurance 
shows a great divergence of experi- 
ence between past and future, cor- 
porate suretyship shows a divergence 
about ten times greater. Reliance up- 
on past experience in corporate surety 
underwriting and rate making would 
be even more disastrous than it is in 
workmen’s compensation insurance. 


T is probable that if corporate 

suretyship had been confined to 
bonds required in the courts and 
surety companies had continued only 
to be regarded as a convenient addi- 
tional facility for giving bonds re- 
quired by receivers, trustees, admini- 
strators, guardians and other fiduci- 
aries, and appeal bonds for defend- 





ants, the error of classifying them as 
insurance companies would never 
have arisen. That class of corporate 
suretyship has nothing akin to insur- 
ance. The so-called “premium” 
charged for such bonds is in fact only 
a reasonable compensation paid to the 
surety company for assembling the 
capital necessary to qualify on such 
bonds and for making this capital 
available to applicants as a conveni- 
ent additional facility for those who 
are required to give such kind of 
bonds. But a great field for cor- 
porate suretyship developed in de- 
pository bonds guaranteeing deposit 
of public funds in banks; and for 
contract bonds guaranteeing per- 
formance of public construction con- 
tracts. These two classes of cor- 
porate suretyship lend plausible sup- 
port to the theory that surety com- 
panies are writing some form of t- 
surance and should be classified as 
insurance companies. But the re- 
sults of their underwriting on these 
classifications for a generation shows 
that the factor of loss has no such 
stability as life insurance or fire in- 
surance enjoy, and that past experi- 
ence which may serve to compute 
correct premium rates for those kinds 
of insurance, offers no aid to the 
computation of correct compensation 
for corporate suretyship. 


Begin with depository bonds. These 
may of course be likened to writing 
life insurance for banks. When a 
surety company guarantees that the 
bank will repay upon demand a de- 
posit of public funds, it practically 
guarantees the continued life of the 
bank, i. e., that it will remain open 
and solvent and meet its obligations. 
Now let us do what the actuary of a 
life insurance company would do and 
examine the mortality table of banks 
in the United States for the past 
twenty-nine years. (Figures begin- 
ning with 1904 may be found in a 
book entitled “The Banking Situation 
in the United States” published by 
the National Industrial Conference 
Board, 1932). In the decade from 
1904 to 1913 inclusive, the total num- 
ber of bank suspensions was 714 or 
an average of a little over 70 per 
annum. In the decade from 1914 to 
1923 inclusive, the total was 1,959 or 
nearly three times the number in the 
preceding decade. But in the 9 years 
from 1924 to 1932 inclusive, the total 
number of bank suspensions was 
9,226. Thus in these nine years the 
number of bank failures was approxi- 
mately five times as many as in the 
preceding ten years and fourteen 
times as many as in the ten years 


(Continued on Page 30) 
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Smoke Damage From Oil Burner Held Not 
Recoverable Under Standard Fire Policy 


HE often debated question of 

whether smoke and soot dam- 
age which results from a defective 
oil burner is recoverable under a fire 
policy was decided by the Supreme 
Court of Rhode Island in the case of 
Louis Solomon et al vs. The United 
States Fire Insurance Company. The 
court held that the damage so caused 
was due toa friendly fire and was not 
recoverable under the terms of the 
policy. 


The plaintiff conducted a depart- 
ment store in Westerly, Rhode Island 
and carried fire insurance on build- 
ing, fixtures and stock. All policies 
carried an oil burner permit. One 
morning in 1927 the building was 
found full of smoke, due to the fact 
that the smoke pipe had fallen and 
the door of the oil furnace was open. 
There was no ignition of the building 
or its contents, all damage being done 
by smoke and soot. 


The insurance companies denied 
liability and the plaintiff brought suit. 
The judge in the lower court directed 
a verdict for the insurance company 
and an appeal was thereupon taken 
to the Supreme Court on an agreed 
statement of facts. 


Chief Justice Stearns delivered the 
opinion, which read in part as fol- 
lows: 


“The fundamental question is whether 
plaintiff’s damage was caused by smoke 
and soot from what is known as a ‘hostile 
fire’ as distinguished from a ‘friendly fire.’ 
Defendant adm'ts liability for damage 
caused by the former, but not by the latter. 
Plaintiffs maintain that since flames es- 
caped from the limits within which they 
were intended to be confined, the fire was 
hostile. Defendant contends that although 
the flames escaped from their normal lim- 
its, nevertheless nothing was ignited or 
burned outside of the furnace which caused 
the plaintiff’s damage, and that such dam- 
age was caused by smoke and soot from 
a fire which was not hostile, but friendly. 

“Certain facts are to be noted. There 
was only one fire, which was kept burning 
in the place where it was intended to be 
by a continuous supply of fuel which was 
constantly running into the furnace. The 
combustion of the oil was in the furnace 
and the flame, smoke and soot were the 
natural results of such combustion. Nei- 
ther the building nor its contents were ig- 
nited. The flame from the broken smoke 
pipe did not originate outside the furnace. 
There is no evidence that such outside 
flame produced any additional smoke or 
soot. When the automatic supply of oil 
was discontinued, the fire in the furnace 
ceased and the production of smoke and 
soot came to an end. The fire consumed 
only what was intended to be consumed. 
It was extinguished merely by the dis- 
continuance of the supply of fuel. 


_ “The language of the standard policy 
is not the language of the insurer; it is 


prescribed by statute and hence should not 
be extended by construction. All direct 
loss or damage by fire is not covered by 
this policy. Chapter 258 G. L. 1823, ‘Of 
Insurance Policies’ makes many excep- 
tions to the direct losses which otherwise 
would be recoverable; for example, one 
exception is that the insurer shall not be 
liable for loss caused directly or indirectly 
by explosion of any kind, unless fire en- 
sues and in that event for damage by fire 
only.” 

The court points out that if the 
opening of the furnace door and sep- 
aration of the smoke pipe were the 
result of explosion, there could be no 
recovery under the fire policy. If 
there was no explosion the question is 
whether the fire was “hostile” or 
“friendly”. Extended quotations are 
made from Way v. Abington Mutual 
166 Mass. 67; and from Richards on 
Insurance, Austin v. Drew, 4 Camp. 
360, and 24 Harvard Law Review, 
p. 119, are cited and the opinion con- 
tinues: 

“The damage in the case at bar was 
caused by one fire which was intentional 
and within the place where it was intended 
to be. The fact that this fire was excessive 
and that flame for a short time was seen 
outside the furnace did not change the 
nature of the fire. The material consumed 
and the combustion thereof was not ac- 
cidental; it was intentional. The fire was 
immediately put out by shutting off the 
supply of fuel. The flame outside the fur- 
nace was subject to one and the same 
control. No second fire resulted from the 
intentional fire. 


“We are of the opinion that, as the dam- 
age was direct and proximate result of an 
intentional fire, plaintiff is not entitled to 
recover. As the facts are undisputed the 
question is one of law. The refusal to 
submit the case to the jury was correct, as 
was the directed verdict.” 

The court points out that the Rhode 
Island statutes permit modification of 
the standard policy by riders and 
says: “If protection from smoke and 
soot from a furnace is desired by the 
insured it can readily be obtained by 
paying the premium for the additional 
risk.” 


Harry McClain Governor Paul V. 
New Indiana McNutt of Indi- 
Commissioner ana has na med 

Harry McClain, 
Shelbyville, as state insurance com- 
missioner, effective April 1. Mr. 
McClain now is serving his fourth 
year as City Clerk in Shelbyville. He 
also is in charge of the Insurance De- 
partment of the Farmers National 
3ank of Shelbyville. Mr. McClain 
attended Butler University and is an 
active member of the American 
Legion. 


27 


Insurance Investments 
Limited In Oregon 


Among the new laws enacted by 
the 1933 session of the Oregon legis- 
lature, affecting the standardization 
and regulation of the insurance busi- 
ness in this state, the most important 
from the standpoint of public pro- 
tection, in the estimation of Insur- 
ance Commissioner A. H. Averill, is 
House Bill 404 which specifies the 
character and classification of securi- 
ties in which domestic insurance com- 
panies may invest their capital and 
surplus assets. 

“In the light of our past experi- 
ences in stock market crashes and the 
serious deflation of security values,” 
says Mr. Averill, “especially as they 
have been reflected in the insurance 
business, I feel that we have taken a 
long forward stride in the enactment 
of this piece of legislation which will 
not only standardize the list of high 
class securities in which our home 
companies can invest their available 
funds, but will strengthen the stabil- 
ity of the insurance companies and 
imbue the public with a renewed 
sense of security of protection under 
their policies.” 

Among the most important changes 
in avenues of domestic companies’ 
investments, by omission from the 
list of securities authorized, is that 
prohibiting investments in the stock 
of other insurance companies. The 
original statute, section 46-408, Ore- 
gon Code 1930, regulating the invest- 
ment of domestic insurance company 
funds, authorized the purchase of 
stock in other companies to the limit 
of 10 per cent of an amount equal to 
the capital stock and surplus funds of 
the investing companies. 

Aside from the list of recognized 
stable securities enumerated in the 
original statute, sub-section 4 of the 
amendatory act prescribes additional 
securities in which the minimum capi- 
tal and minimum assets of domestic 
companies may be invested, includ- 
ing: bonds and interest bearing notes 
of the Dominion of Canada or its 
provinces; city, city and county, 
county, municipality or school district 
in this or any other of the United 
States or provinces of Canada; ter- 
minal, beltline and railroad compa- 
nies of the United States and Canada ; 
interurban railway and public utility 
corporations of the United States and 
Canada (limited to the obligations of 
such corporation as have earned their 
fixed interest charges one and one- 
half times more), and the stock of 
the federal home loan bank to the 
extent of the minimum as provided 
in the federal home loan bank act. 
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Chamber of Commerce 
Holds Meeting In May 


HE Chamber of Commerce of 
the United States will hold its 
Twenty-first Annual Meeting 
in Washington, May 2nd to 5th, 1933. 
This year’s meeting comes at a 
time when the country is beset with 
economic difficulties. Business, buf- 
feted through more than three years 
of world wide economic depression, 
still faces a future of uncertainty. 
Business organizations have a 
major part to play in identifying the 
forces which prevent recovery and 
of advancing measures to correct 
them. The Chamber’s annual meet- 
ing, which will bring together the 
representatives of business and com- 
merce throughout the country, will 
give business men generally an op- 
portunity to participate in planning 
the course of action which will be 
followed. 


HE preliminary program for the 
meeting has been announced. 

An effort is being made to pro- 
vide for the consideration of imme- 
diate problems, analyzed by outstand- 
ing speakers and then open to general 
discussion by all those attending the 
meeting. [Besides the interest taken 
by mutual insurance men in the gen- 
eral discussion and meetings of the 
Chamber, they will find a number of 
other events of particular interest to 
themselves. On the first day’s meet- 
ing, for example, President Harri- 
man of the National Chamber will 
present the awards to winners in the 
1932 Inter-Chamber Fire Waste Con- 
test and the 1932 Inter-Chamber 
Health Conservation Contest. Com- 
munities throughout the country have 
been competing for these two prizes 
during the past year and they have 
undoubtedly done a great deal to 
stimulate interest in fire prevention. 
(Yn Wednesday, May 3rd, there 
will be a round table conference on 
property maintenance and improve- 
ments which will probably be very 
interesting to fire insurance execu- 
tives. Last of all there will be a round 
table discussion on Thursday, May 
4th, of insurance under changed con- 
ditions. Addresses will be given on 
the following topics: 

1. “The National Asset in Life In- 
surance.” 

2. “Recent Experience in Casualty 
Insurance.” 

3. “New Developments in Fire In- 
surance.” 

Each one of these will be followed 
by a discussion with all present par- 
ticipating. 
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Auto Guest Liability 


(Continued from Page 22) 


upheld in a Connecticut case”* where 
he was driving on a down-grade be- 
hind two or three other cars, and 
pulled to the left in an effort to pass 
them just as the driver of the car 
immediately in front tried to do like- 
wise, and caught his left rear wheel 
on the edge of the paved portion of 
the road, occasioning a skid across 
the road, as he was about to pass that 
car. 


In a Washington case** the lady 
driver felt in her lap for her hand 
bag and not finding it, looked down 
and saw it had slipped from her lap. 
She reached down for it and while 
her eyes were off the road momen- 
tarily, her car crashed into a pole, 
injuring a guest. There was a re- 
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New statutes make touring safer for insur- 
ance companies 


covery below, but the higher court 
reversed the case holding that the evi- 
dence was not sufficient to constitute 
negligence which must be 
shown before recovery can be had 
under the guest statute. 


gross 


In a recent California case*> the 
driver was momentarily blinded by 


*% Grasso v. Frattolillo, 111 Conn. 209, 149 
Atl. 838. See also Nemoitin v. Berger, 111 
Conn. 88, 149 Atl. 233; Silver v. Silver, 108 
Conn. 371, 143 Atl. 240, 65 A. L. R. 943; Ascher 
v. Friedman, 110 Conn. 1, 147 Atl. 263; Maher 
v. Fahy, 112 Conn. 76, 151 Atl. 318; Rindge 
v. Holbrook, 111 Conn. 72, 149 Atl. 231; Siller 
v. Siller (Conn.) 151 Atl. 524 (holding guest 
act did not apply to injuries received prior 
thereto); Bryll v. Bryll (Conn.) 159 Atl. 884; 
recovery upheld under guest act Leonetti v. 
Coppola et al, (Conn.) 161 Atl. 797, decided 
August, 1932. 

™* Craig v. McAlee et al, (Wash.) 295 Pac. 
146. See also MacDonald v. Balletti, (Wash.) 
4 Pac. (2nd) 506. 

Binus v. Standen, (Cal. App.) 5 Pac. (2nd) 
637. 





New Farm Bill 
(Continued from Page 15) 


the addition of the tax will have only 
a very slight effect on the retail price. 
It is anticipated that that part of the 
tax which is added to the retail price 
will not be burdensome to consumers. 
At the same time by increasing the 
funds available in rural communities 
and thus increasing the assets behind 
the rural banking structure and in- 
creasing the purchasing power of 
farmers for industrial products it is 
expected that there will result an in- 
crease in city industrial activity. As 
this develops the increased activity 
will eventually provide city workers 
increased incomes far greater than the 
relatively small increase in their cost 
of living. 
DO 
HE basic products to which the 
Act applies are: wheat, cotton, 
corn, tobacco, rice, hogs, cattle, sheep, 
and milk and its products. In prac- 
tically all cases these products are 
now selling at retail far below the 
cost of other items of food and the 
prices of goods and services which 
consumers buy. The bill specifically 
states that the Act is not to be so ad- 
ministered as to advance the retail 
price of the products affected out of 
line with the price of other products. 
The President may terminate the 
measure whenever he finds that the 
existing emergency in relation to 
agriculture has been ended. 








the sun and before he could stop his 
automobile or recover his vision, the 
car drew over to the left side of the 
curve and into the embankment injur- 
ing the plaintiff, who was a guest. A 
nonsuit was granted by the lower 
court and in affirming the judgment, 
the Court of Appeals said: “Appel- 
lant makes no claim that respondent 
was intoxicated or guilty of wilful 
misconduct, and consequently under 
the requirements of said section (the 
guest act), before she was entitled to 
damages, it was essential for her to 
establish that her injuries were the 
result of respondent’s gross _negli- 
gence. .. In view of the foregoing un- 
disputed facts, the trial court was 
fully justified, in our opinion, in hold- 
ing as a matter of law that appel- 
lant’s claim of gross negligence was 
unsupported.” 

It is apparent from the above re- 
view of the authorities, that by the 
adoption of the guest statute, the 
several states so doing, have in fact 
adopted the minority or Massachu- 
setts rule of no recovery without 
gross negligence. 
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TWO CITIES TIE FOR HONORS 
IN NATIONAL SAFETY CONTEST 


and Evanston, Illinois, were 

named jointly as “America’s 
Safest Cities” on the basis of their 
showing in the National Traffic Safety 
Contest. They defeated 440 other 
American cities entered in the race 
to improve traffic safety conditions 
and to reduce traffic fatalities 
throughout the year 1932. 


Four or five years ago Mr. P. W. 
A. Fitzsi.amons, President, Michigan 
Mutual Liability Company of De- 
troit, was active in urging a national 
street and highway safety contest 
somewhat along the lines followed 
for a number of years by the Na- 
tional Fire Waste Council. Despite 
Mr. Fitzsimmons’ earnest espousal of 
his idea it was not then adopted. 
Later, the National Safety Council 
inaugurated its “National Traffic 
Safety Contest” developed substan- 
tially along the lines which Mr. Fitz- 
simmons had in mind when he made 
his suggestion. This contest has exited 
countrywide interest and the recent 
announcement of the judges has been 
given national publicity. 

The original plan to name one 
“Safest City” for the entire country 
was abandoned when the judging 
committee, made up of nationally 
known traffic experts, came to an im- 
passe in their efforts to decide be- 
tween the two. Each had success- 
fully carried out every accident pre- 
vention activity practicable for a city 
of its size with marked success, and 
each had reduced its traffic death rate 
by about 30 per cent from the pre- 
vious year. 


P ITTSBURGH, Pennsylvania, 


SOC 


HE purpose of the contest was 

to bring suitable recognition to 
deserving municipalities for construc- 
tive achievements in overcoming their 
traffic accident problems. Cities were 
judged by a rather unique scoring 
system which took into account two 
kinds of safety accomplishment: 
First, a low death rate from motor 
vehicle accidents or a lowering of the 
death rate from previous years; and 
second, the enactment of regulations, 
the setting up of administrative ma- 
chinery and the conduct of organized 
educational activities, which, accord- 
ing to general experience, are certain 
to bring results. Under such a sched- 
ule no city could possibly win through 
a lucky record alone, or through a 
paper program which produced no 
real results. 


The scoring system used was as 


follows: Accident Record (50 
points); Accident Reporting (5 
points); Traffic Engineering (10 


points); Traffic Law Enforcement 
(15 points); Child Safety (10 
points); Public Education (10 
points) ; Community Safety Organ- 
ization (10 points). 

oO 


N addition to the grand prize win- 

ners, the judges named winners 
and runners-up in each of seven pop- 
ulation groups, gave certain other 
cities honorable mention, and named 
the “Safest State”. The partial list 
of honor cities follows: 

Group I—500,000 population—1. 
Pittsburgh, Pa.; 2. Milwaukee, Wis. ; 
3. Detroit, Mich. 

Group II—250,000-500,000 popu- 
lation—1. Rochester, N. Y.; 2. New- 
ark, N. J.; 3. Louisville, Ky. 

Group III—100,000-250,000 popu- 
lation—1. Wichita, Kans.; 2. Peoria, 
Ill.; 3. Grand Rapids, Mich. 

Group IV—50,000-100,000 popu- 
lation—1. Evanston, Ill.; 2. Berkeley, 
Calif.; 3. Brockton, Mass. 

Group V—25,000-50,000 popula- 
tion—1. Dubuque, la.; 2. East Prov- 
idence, R. [.; 3. Kearny, N. J. 

Group VI—10,000-25,000 popula- 
tion—1l. Norwood, Mass.; 2. La 
Grange, Ill.; 3. Mankato, Minn. 

Group VII—Under 10,000 popula- 
tion—l. La Grange Park, Ill.; 2. 
Two Harbors, Minn. ; 3. Marblehead, 
Mass. 

3est State— Massachusetts. Second 
Best State—Minnesota and New Jer- 
sey tied. 

The judges were: Dr. Miller Mc- 
Clintock, Director, Albert Russel 
Erskine Bureau for Street Traffic Re- 
search, Harvard University ; Thomas 
H. MacDonald, Chief, U. S. Bureau 
of Public Roads; and Robert I. Cat- 
lin, Vice-President for Public Safety, 
National Safety Council. 


oo 


majority of the cities entered 

in the contest reduced their 
motor vehicle death rate and _ this 
nation-wide competition is believed to 
have played an important part in the 
13 per cent reduction in motor vehicle 
fatalities throughout the country as 
a whole last year. It was the first 
contest of its kind ever held and last 
year was the first time in the history 
of the automobile that traffic deaths 
have dropped. 


(Continued on Page 31) 
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Fire Waste Council 
Meets In Washington 


The program for the meeting of 
the National Fire Waste Council, 
which will be held at the Chamber of 
Commerce of the United States in 
Washington, D. C., on April 7 is rap- 
idly being completed. The speakers 
will include Guy E. Beardsley, Vice 
President, Aetna Insurance Com- 
pany, Hartford, Connecticut; and 
James L. Madden, 3rd Vice Presi- 
dent, Metropolitan Life Insurance 
Company, New York City. 

Mr. Beardsley has had wide exper- 
ience in the fire prevention field and 
has taken a prominent part in the 
work of the Council. When Mr. Mad- 
den was Manager of the Insurance 
Department of the National Cham- 
ber he took a leading part in organiz- 
ing the Council which was under- 
taken by the Chamber as a result of 
an invitation extended by the Con- 
ference of Governors of the Middle 
Atlantic States in 1922. In his ad- 
dress he will sound the anniversary 
key-note of the meeting by referring 
to the early history of the Council. 

Of considerable interest to those 
attending the meeting will be the re- 
ports of the chairmen of the standing 
committees of the Council covering 
their activities during the past year 
in the dissemination of fire preven- 
tion and fire protection knowledge. 
The chairmen of these Committees 
are as follows: 


Wallace Rogers, Chairman, Agricultural 
Committee, Chicago, Illinois. 

Paul W. Terry, Chairman, Chamber of 
Commerce Cooperating Committee, St. 
Louis, Missouri. 

Richard E. Vernor, Chairman, Contest 
Committee, Chicago, Illinois. 


Paxton Mendelssohn, Chairman, Fire 
Casualty Statistics Committee, Detroit, 
Michigan. 

Clarence Goldsmith, Chairman, Fire 


Service Extension Committee, Chicago. 
George W. Booth, Chairman, Contest 
Grading Committee; New York City. 
Eugene Arms, Chairman, Information 
& Publications Committee, Chicago. 
T. Alfred Fleming, Chairman, Speakers 
Committee, New York City. 


QO 

TRE losses in the 

United States in 

February, accord- 
ing to the figures given out by the 
National Board of Fire Underwriters, 
were $36,661,481.00. This amount 
is $3,163,141.00, or 7.94% less than 
the losses in February, 1932. The 
losses for the first two months of 
1933 amounted to $72,209,000 as 
compared with $79,049,000 for the 
first two months of 1932, and $85.,- 
866,000 for the first two months of 
1931. 


February Fire 
Losses 
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Corporate Suretyship 
(Continued from Page 26) 
from 1904 to 1913. But if we carry 
our figures for a longer period, the 
disparity between the figures of 
twenty-six years compared with the 
last three years is even greater. lor 
the whole twenty-six years from 1904 
to 1929 inclusive, the total number of 
bank failures was 6,812 or an average 
of 262 banks per annum. But in the 
three years 1930 to 1932 inclusive, 
bank failures have been 5,087 or an 
average of 1,696 per annum. The 
total for these three years is almost 
as great as for twenty-six preceding 
years and has averaged over six times 
as many bank failures per annum. 
Oona 

UT even this does not show the 

true picture. During the first 
and second decades whose figures we 
are now examining, new banks were 
being started all the time and al- 
though 2,673 banks failed in the 
twenty years, the total number of 
banks greatly increased. Surety 
companies found an ever-growing 
population of banking institutions to 
which they could sell corporate 
suretyship. In the decade ending 
with the year 1932, this position has 
been strikingly reversed. Ten years 
ago there were approximately 30,000 
banks in the United States. At the 
end of 1932 there are less than 20,- 
000. Approximately 10,000 banks 
have failed in this decade. Now as 
1 said, depository bonds are prac- 
tically writing life insurance for 
banks, but try to imagine a life in- 
surance company (underwriting the 
lives of human beings) computing its 
premium rates on standard mortality 
tables for a population afflicted with 
such a terrible pestilence that its 
total number is diminished one-third 
in ten years. If you can imagine this 
you can imagine the position of 
surety companies at the end of ten 
years of depository bond underwrit- 
ing. No life insurance company 
could possibly have withstood such a 
test. Life insurance of course would 
not and could not be written at all 
for a population whose numbers di- 
minished so rapidly. Yet corporate 
suretyship has stood this test and has 
emerged from it with a notable 
showing of continued strength and 
solvency. Although confronted with 
this dreadful mortality it has been im- 
possible to increase its premium reve- 
nue so as to meet depository bond 
losses. It will hardly be believed, but 
it is quite true that during nearly all 
of the period now under examination, 
three per cent per annum was a cus- 
tomary rate of interest paid by banks 
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for deposits of public funds and a 
multitude of banks, indeed, paid as 
high as five percent for such deposits ; 
while the compensation to surety 
companies for guaranteeing the de- 
posits was only one-half of one per- 
cent per annum. In other words, the 
public Treasury has been receiving 
from six times to ten times as much 
revenue as the surety companies have 
received for guaranteeing deposits, 
notwithstanding the tremendous loss- 
es that they have suffered. 


Bonds guaranteeing performance 
of contracts for public and private 
building construction are another 
field in which corporate suretyship 
has been largely engaged for more 
than thirty years. Here again the 
experience of the past affords no 
solid foundation for computing the 
probable losses of the future. We 
have often been told that we ought 
to work out actuarily a “pure loss 
cost” for construction contract bonds 
as companies have for workmen’s 
compensation insurance. It does not 
appear that the elaborate tables of 
figures submitted by the companies 
to show “pure loss cost’ plus load- 
ing for commissions, expenses, taxes, 
etc., have enabled the insurance car- 
riers to get adequate premiums for 
workmen’s compensation. As for con- 
struction contract bonds, no such fig- 
ures are possible, or if they could be 
made on past and completed construc- 
tion work, they would not beuseful for 
future work. On the contrary, they 
would be extremely misleading. Thus, 
losses on bonds guaranteeing con- 
tracts for construction of the Chicago 
Drainage Canal thirty years ago were 
small and the experience very favor- 
able. On the New York State Barge 
Canal, construction of which began 
right after the completion of the Chi- 
cago Drainage Canal, the experience 
was exactly reversed. Losses were 
enormous. Contractor after contrac- 
tor exhausted their entire financial 
resources on the Barge Canal work 
and then defaulted, leaving their cor- 
porate sureties to complete their los- 
ing contracts. Every surety company 
suffered heavy losses and at least one 
strong and solvent company (The 
Peoples Surety Company of Brook- 
lyn, New York) was completely 
ruined and driven into receivership, 
solely by its losses on the New York 
State Barge Canal. 





The next installment of this lec- 
ture will appear in the May issue of 
the Journal of American Insurance. 
The lecture was given by Mr. Towner 
before the Insurance Institute of 

New York 














Insurance In the 
Depression 
(Continued from Page 14) 


T has been pointed out that insur- 
ance carriers are built on a basis 
of invested assets, represented largely 
by stocks, bonds, collateral loans and 
mortgages. These invested assets, 
whatever the type of carrier, are re- 
lied upon to balance the liabilities and 
show a surplus. Any marked decrease 
in the value of such assets is a matter 
of great concern. 


Normally such values are deter- 
mined as of December 31 of each 
year, and are, in the case of stocks 
and bonds, owned by companies other 
than life, the market values on those 
dates. The enormous depreciation in 
market values of securities during 
1930 and 1931, particularly the latter 
year, if applied in making up annual 
statements as of December 31, 1931, 
would have had a sickening and, in 
many cases, a fatal effect on sur- 
pluses. 


The insurance commissioners of 
most states, believing that market 
values had declined considerably be- 
yond the decrease in intrinsic values, 
and that carriers were not likely to 
be called upon to liquidate securities 
to any great extent, permitted the val- 
uation of stocks and bonds at the 
market prices obtaining on the pre- 
ceding June 30. 


For statements made as of Decem- 
ber 31, 1932, the National Conven- 
tion of Insurance Commissioners has 
recommended that the casualty and 
fire and marine insurance companies 
adopt amortized values for bonds not 
in default, and that, with certain mod- 
ifications, they continue to use the 
values of June 30, 1931 for stocks. 
It was further recommended that the 
companies set up voluntary “contin- 
gency reserves”, and gradually absorb 
the difference between actual market 
values and “Convention values’. 
These recommendations have been 
followed by most states, and the 1932 
statements which have thus far ap- 
peared indicate a general acceptance 
of the contingency-reserve idea, 
though it is not clear on what basis 
the amount of such reserves has been 
determined. 


Even with these concessions, the 
effect on surplus has been consider- 
able, and when combined with abnor- 
mal losses, as particularly in the case 
of causualty companies, has been ser- 
ious. Mergers, liquidations, and con- 
tribution of new capital have been the 
result. 
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IFE companies, with their assets 

invested principally in bonds and 
mortgages, have been less concerned 
with the deflation of security prices. 
They are permitted to carry mort- 
gages at face value, and bonds on an 
amortized basis, provided they are 
well secured. In general, current in- 
come has been sufficiently large to 
cover all current disbursements, 
even though the demand for policy 
loans has caused an increase in that 
form of investment from 12 per cent 
of assets at the end of 1926 to ap- 
proximately 18 per cent as of Decem- 
ber 31, 1932. So long as the interest 
and principal payments are secure, 
life companies are not concerned with 
market prices. 

Figures for 48 life insurance com- 
panies holding 86.4% of the admitted 
assets of all United States legal re- 
serve companies show that they made 
cash payments to living policyholders ; 
and on death claims, during the years 
1930-1932 inclusive, paid a total of 
$6,169,009,000. Their cash income 
during the same years from pre- 
miums, interest, dividends, and rent 
was $9,781,198,000, an excess of $3,- 
612,189,000, much more than ample 
to cover cash disbursements for ex- 
penses.* 

ooo 


OME companies did not see fit to 

take advantage of the June 30 
values for 1931 and certain states 
have not permitted the use of these 
values. Some companies have set up 
reserves representing all or a part of 
the difference between market prices 
as of June 30 and as of December 31. 
The result is unfortunately diverse 
standards of valuation which make 
statements incomparable with each 
other, and untelligible to one who 
reads them unless they are fully ex- 
plained, or reduced to a uniform 
basis. 

The further enormous declines in 
market prices of securities following 
December 31, 1931 led to uneasiness 
among regulatory officials, but the re- 
covery of the market during the lat- 
ter part of 1932 was to some extent 
reassuring. Nineteen hundred thirty- 
two has been marked by reductions 
in, and passing of, dividends of stock- 
holders and policyholders, and by 
wholesale reductions in the capital of 
stock companies. During the year 
capital reductions of fire and marine 
companies resulted in the transfer of 
over $87,000,000 to surplus and of 
casualty companies, over $40,000,000. 

* Based on “Three Years of Performance” 


by John R. Hardin. Figures for the last quar- 
ter of 1932 are estimates. 
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N spite of these difficulties, and 

others, insurance has made an ex- 
cellent record so far during the de- 
pression. There has been no wide- 
spread epidemic of failures, and rela- 
tively little uneasiness among policy- 
holders and creditors. The owners 
of stock companies have suffered 
through reduction in the values of 
their stocks, and through reduced 
dividends, and mutual companies 
have been obliged to reduce dividends, 
but the insurance-using public has 
had little ground for complaint. Such 
retirements of carriers as have been 
necessary have in many cases been 
effectuated by merger or reinsurance 
with stronger institutions. 


Why. has insurance achieved these 
enviable results, in a time of almost 
unprecedented economic strain? It 
seems to the writer that there are 
three outstanding reasons,— concen- 
tration of the business in powerful 
and competent hands, conservative 
regulation of assets and liabilities, and 
consequently of solvency, and the 
fact that, even in abnormal times, 
current obligations can usually be met 
out of current income. 


It is not contended that insurance 
managements have been all-wise. Far 
from it. Serious mistakes, due largely 
to inflationary psychology, have been 
made. But the larger companies and 
groups have been sufficiently well fi- 
nanced to absorb the adverse effects 
of deflation, and their executives and 
directors have been among the most 
competent to guide them in adverse 
times. Unlike the banking system, 
which includes a multitude of local 
small banks, each a complete unit in 
itself, and administered by poorly 
trained “bankers”, the insurance busi- 
ness is concentrated in large units, 
which are ofter in turn a part of 
larger groups, under the administra- 
tion of relatively well-trained execu- 
tives. Their local business is handled 
by specialized representatives, while 
the essential control of their condition 
is exercised in the home office. 


State requirements of a high stand- 
ard of solvency, one which at times 
may have seemed unreasonably high, 
demonstrate their wisdom in a time 
of depression. If insurance is to hold 
its high place, it must be so conserva- 
tively financed that it will be able to 
withstand the most adverse economic 
conditions. Preparation must be 
made, not only for the normal, but 
also for the sub-normal ; not only the 
probable, but also the possible, future 
should be foreseen and provided 
against. 
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City Safety Contest 


(Continued from Page 29) 


The tremendous interest displayed 
in the first contest by cities in all parts 
of the country, many of which had 
previously given little or no thought 
to their traffic problems, inspired the 
Council to continue with a second con- 
test which is now going on. The re- 
quirements, however, have been made 
much more rigid, and the smaller 
cities—those having less than 2,500 
population—have not been strongly 
urged to enroll since it was felt that 
they could not receive the desired 
benefits. As a result, the total entries 
this year will fall somewhat short of 
the record enrollment last year but 
the competition will be no less in- 
tense. Among the larger cities, the 
entries are holding up well and it 
is probable that nearly all will 
compete. 

Sar 

Company May THE Supreme 
Remove Suit to Court of the Unit- 
U. S. Court ed States has de- 

cided that an in- 
surance company may remove a case 
to the Federal Court despite the fact 
that Wisconsin statutes authorized 
revocation of the license of a foreign 
insurance company if it followed such 
a procedure. The decision of the 
Court, without rendition of a formal 
opinion, affirmed the decree of the 
United States District Court for the 
western district of Wisconsin en- 
joining the Commissioner of Insur- 
ance from revoking the license of the 
Security Insurance Company of New 
Haven. 

The decision handed down follows 
that in the case of Terral, Secretary 
of State, v. Burke Construction 
Company in which Chief Justice Taft 
on February 27, 1922 delivered an 
opinion in which previous decisions 
of the Court, holding statutes similar 
to that of Wisconsin valid, were spe- 
cifically reversed. That opinion had 
never been seriously questioned until 
Commissioner Mortensen of Wiscon- 
sin undertook to revoke the license 
of the Security. 








Insurance men should have learned 
much during the current era of de- 
flation, particularly the desirability of 
seeking profits from underwriting 
rather than investments. Since they 
are human, the lessons may lose some 
of their present force, but there is 
every reason to believe that the in- 
stitution of insurance will go on giv- 
ing an increasingly creditable account 
of itself in the future. 
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Insurance Against Crime 
(Continued from Page 11) 
families occupy the building desig- 
nated in the policy, that portion 
which is occupied by the assured. 
Where the assured lives in an apart- 
ment house, “premises,” as used in 
the policy, only includes the interior 
ot the apartment itself and does not 
include entrances, porches, halls, 
stairways, elevators and dumb wait- 
ers not used by the assured ex- 
clusively. Where the building is oc- 
cupied by not more than two tami- 
lies, $100 of the coverage applies to 
any property while contained within 
entrances and porches not completely 
within the building but a part of it. 
lf the premises described in the pol- 
icy consist of an apartment building 
occupied by more than two families, 
$100 of the insurance under the pol- 
icy applies to property while con- 
tained within basements, laundries 
and rooms in and attached to the 
building for the common use of the 
tenants, or while contained within 
porches and store rooms which are 
provided for the sole use of the as- 
sured. In neither of these cases does 
the $100 of protection outside the 
apartment occupied exclusively by the 
assured apply to money and security. 
l‘urther additional protection on 
property located in a garage or other 
out building occupied by the assured, 
up to the limit of $100, is also pro- 
vided in the policy. It does not apply, 
however, to loss or damage of money, 
securities, motorcycles, automobiles 

or their equipment. 

Ht policy contains a compara- 

tively small number of exclu- 
sions, the company denying liability 
for loss of or damage to articles car- 
ried or held as samples, or for sale, 
or for delivery after sale. Besides 
this exclusion the company is not 
liable if the premises are used in 
whole or in part as a boarding or 
lodging house or for any business or 
professional purpose, unless the dec- 
laration so states, nor for loss or 
damage caused or contributed to by 
invasion, insurrection or war. 

Before recovery is possible under 
the policy the assured must furnish 
the company with reasonable evi- 
dence of the commission of a burg- 
lary, robbery, theft, or larceny to 
which the loss or damage was due, 
and must state the time of its oc- 
currence. Under the policy, there- 
fore, the mysterious disappearance of 
property owned by the insured does 
not represent a collectible loss unless 
there is reasonable evidence that it 
was stolen. 
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ages sagan burglary insurance 
may be written under the stand- 
ard form in three separate ways at 
three different rates. Under the first, 
commonly known as divided cover, 
the insured articles are split into 
three separate sections and a specific 
amount of insurance is applied to 
each. They are usually (1) jewelry, 
sterling silver and furs; (2) house- 
hold goods and personal property, 
with a limitation of $50 on money, 
securities and stamp collections, and 
excluding domestic animals, wines, 
liquors and other alcoholic beverages 
(this exemption may soon be re- 
moved), and (3) articles separately 
and specifically described. 

If the insured is unwilling to sub- 
divide his property in this manner he 
can combine sections (1) and (2) 
with a blanket amount of insurance 
applicable to the combined section 
but limiting liability on jewelry, sil- 
verware and furs to 50% of such 
amount. The section relating to ar- 
ticles separately insured is retained. 

The third form and the one which 
takes the highest rate has no such 
limitation on jewelry, silverware and 
furs but the entire amount of pro- 
tection may be applied to any loss of 
such property. Articles separately 
listed take the lowest of burglary 
rates and a substantial saving in 
premiums can be made by specifically 
listing all jewelry, silverware and 
furs, with a blanket amount covering 
other property. 

Rates of residence burglary insur- 
ance are based on the aggregate 
amount of coverage desired ; the ter- 
ritory in which the risk is located and 
the form of contract used. The 
country is divided into nine territo- 
ries, each of which has a specific rate 
sheet. Liberal discounts from the 
quoted rates are allowed if the pol- 
icy is written against burglary only 
and no coverage is desired for rob- 
bery, theft or larceny, if the insured 
keeps a dog, and if the policy is writ- 
ten for a three year term. 

N UNDERWRITING residence 

burglary insurance company ex- 
ecutives have found it very necessary 
to guard against moral hazards. For 
that reason, the declaration asks 
whether the insured carries any other 
insurance, whether or not he has sus- 
tained a loss because of burglary, 
theft, or robbery within the last five 
years and whether or not any burg- 
lary insurance applied for or carried 
by the applicant has been declined or 
canceled by any company within the 
last five years. Many underwriters 
are very hesitant about insuring 


Emergency Legislation 
(Continued from Page 12) 


tion was made in good faith to cover engage- 
ments made by the policy-holder prior to the 
date of our order, and provided a complete and 
satisfactory showing is made under oath that 
the failure to complete the application would 
subject the policy-holder to material loss or 
hardship. No payment should be made, how- 
ever, without personal investigation of the cir- 
cumstances by a representative of the company. 

4. Industrial Insurance 

In any case of great need on the part of a 
holder of an industrial life policy, ascertained 
through personal investigation of the circum- 
stances by a representative of the company, 
you may pay or allow for the relief of such 
industrial policy-holder a cash surrender value 
to any one person for any of your industrial 
policies on the life of such policy-holder or on 
the life or lives of any member or members of 
such industrial policy-hoider’s immediate fam- 
ily, not exceeding $100.00, 

5. Termination of Policy by Cash Surrender 

In all cases where a policy has a cash sur- 
render value which you are not permitted to 
pay under the foregoing reguiations and the 
policy-holder does not want the cash surrender 
value used to apply on the premium to keep 
the policy in full force and effect, or applied 
to purchase extended insurance or paid-up in- 
surance according to the terms of the policy, 
but would terminate the policy und draw down 
the surrender value except tor these restric- 
tions, you are instructed to keep the balance 
of any cash surrender value not paid in ac- 
cordance with the above instructions to the 
credit of the policy-holder and it shall be re- 
turned to him with interest at the rate specified 
in the policy upon the termination of this stay 
of cash surrender payments. 

6. Sums on Deposit 

Subject to the foregoing you shall not pay 
any sum deposited with your company or 
allowed to accumulate in iis possession under 
any policy except that such company may pay 
the interest on any such sum at the due date 
thereof and any principal sum which shall be- 
come due without the exercise of the option of 
withdrawal and may continue to pay install- 
ments of such sums according to contracts now 
or hereafter in force. 

7. Minor Exceptions 

Where payments are permitted under these 
regulations to any policy-holder and the net 
amount remaining with the company is only a 
few dollars and in fact so small as not to war- 
rant the bookkeeping expense of keeping the 
account open, full payment may be made and 
the account closed. 

8. Dividends to Stockholders 

During the stay of policy loan and cash sur- 
render value payments, you shall not declare 
or pay any dividends to stockholders. 

9. Payments of Death Benefits, Disability 
Benefits, Matured Endowments and Annuities 

Nothing herein contained is to excuse or pre- 
vent the payment of death benefits, disability 
benefits, matured endowments or annuities, 
which must continue to be met promptly by all 
companies, 

lu. Segregation Cush Surrender Values 

During the stay of policy loan and cash sur- 
render value payments, you shall segregate a 
sufficient amount of cash or securities of the 
kind authorized by law for investment, to equal 
the sum total of all deferred requests for cash 
surrender payments. 

11. Companies of Other States—Reciprocity 

Where the emergency rules and regulations 
of a supervising authority of any other state of 
the United States shall require conditions or 
action in conflict with the foregoing rules and 
regulations of this Department, then in that 
event such rules and regulations of this De- 
partment may be modified to permit the com- 
pany to comply in good faith with the require- 
ment of the supervising authority of such state, 
provided this Department is notified in advance 
of such desired modification and its approval 
secured, 

Ernest Palmer 


professional entertainers and some 
other groups and professions. 


The forms of insurance described 
are adequate for the needs of an 
individual who wants protection 
against loss due to crime. Some 
forms of protection often taken by 
individuals, such as check forgery, 
safe burglary or safe deposit box in- 
surance, will be discussed in our next 
article. 
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MORE 
Welcome Today/ 








25 Years Ago— 


e Policyholders were receiving dividend sav- 
ings from these companies more than 25 years 
ago. Many merchants since they started in 
business have insured with no other compa- 
nies. They have been sure of the safety of the 
Federal Mutuals and have been able to depend 
on the saving year after year. 


e@ Today, when lower operating costs are neces- 
sary, the Federal saving is especially welcome. 
Now, as in the past, the Federal companies are 
financially sound. Efficient management, to- 
gether with loyal, satisfied policyholders, ac- 
counts for a safe, steady progress. 


Retail Hardware Mutual Fire Insurance Co. Hardware Dealers Mutual Fire Insurance Co. 


Minneapolis, Minn. Stevens Point, Wisconsin 








Federal 
Department Offices: 


Atlanta, Ga. 

Boston, Mass. 
Dallas, Texas 
Minneapolis, Minn. 
Newark, N. J. 
Owatonna, Minn. 
San Fraricisco, Calif. 
Stevens Point, Wis. 
Winnipeg, Canada 


An American Institution 


Federal Hardware & Implement Mutuals 


Minnesota Implement Mutual Fire Insurance Co. 
Owatonna, Minnesota 

















TODAY ESPECIALLY > 


A Sound Reinsurance Treaty 


with a 


Sound Carrier is A Necessity 





Twentieth Annual Statement 


SECURITY MUTUAL CASUALTY COMPANY 


Chicago, Ill. 
December Thirty-first, 1932 


ASSETS 


*Bonds and Stocks ni $8,053,406.00 
Real Estate . ie, 1.00 
Accrued Interest on Investments.............0.....0...0000.. 100,233.32 
Cash in Banks and Offices I one casasene et Mbecene 554,121.01 
Premiums in Course of Collection e.. 223,243.08 


Deposit with Workmen's Compensation Board, 
Province of Manitoba 1,144.26 


$8,932, 148.67 
LIABILITIES 


Net Special Reserve for All Liabilities....... $2,245,554.20 
Unearned Premiums ............... ae 656,760.32 


Reserve for Taxes and Expenses ay ae 30,631.61 
VOLUNTARY RESERVE . cS AORTIC 


SURPLUS Leh aie 2,850,000.00 
$8,932, 148.67 


*Bonds and stocks have been valued on the basis adopted 
by the National Convention of Insurance Commissioners. 


EXCESS UNDERWRITERS, INC. 


90 John Street 


New York City, N. Y. 


Telephone J. P. Gibson, Jr. 
Beekman 3-6727 Manager 


Reinsurance Underwriting Managers 


























